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THE ROLE OF SCIENCE IN THE FORMULATION 
OF ECONOMIC POLICY 


HOWARD R. SMITH 
Washington, D. C. 


In an earlier article in this journal the writer presented what was there termed 
“the problem of evaluating regulatory policy.”* In essence, this problem was 
shown to possess two basic dimensions. The first of these is the fact that public 
policy does not consist merely of a single principle with every policy element 
neatly subsumed and correctly proportioned thereto. Rather, policy has tended 
to become a series of principles, not, of course, all mutually exclusive, but at 
least contradictory over a wide range of relationships, thus making policy the 
average procedure of government. It follows that compromise is a substantial 
part of policy formation, compromise resulting from the fact that in a reasonably 
cohesive community many men prefer to give up peripheral values rather than 
risk damaging the underpinning of community itself. 

The second dimension of this earlier problem is the fact that various special 
groups press for their position in the name of the entire public. Since the posi- 
tions taken by these groups are normally not in harmony in all respects, some 
argument in the name of the public at large must be discounted in policy-making 
as either over-zealousness or deliberate exaggeration. This discounting is simply 
one of the forms that compromise takes as public policy is formulated. 

From the discussion of these two dimensions of the problem of evaluating 
policy the conclusion was reached that the special groups that make up the public 
cannot be censured in a democracy for taking serious interest in those portions 
of public policy that affect them in one way or another. In addition, although 
deliberate misrepresentation is undesirable, a certain amount of over-zealousness 
is to be expected in the typical situation. 

The present approach to public policy differs from this earlier one in that 
here analysis will be limited to a specific phase of policy formulation—namely, 
the réle of science—rather than the entire process. In addition, the setting in 
which policy will be considered here will be that of widespread group conflict, 
social change, and specialization, emphases of less importance for the earlier 
problem. These emphases are important here because it is these elements in the 
background of public policy that make both over-zealousness and deliberate ex- 
aggeration such basic factors in the process of outlining directions for concerted 


1 July, 1945. 
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group action, and consequently provide an essential part of the setting for an 
analysis of the réle of science and scientist. In this way the present and the 
earlier approaches to this over-all problem are complementary. 

In order to allow the above three emphases to stand out in sharper relief, 
the total problem has been divided into three distinct parts, each of which will 
be taken up in turn. The first is the function of science in a society with con- 
flicting values; the second is the function of the scientist in a society in which 
social change is widely in evidence; and the third is the problem of achieving 
a broad value-orientation in public policy in a specialized society. These three 
aspects, it is felt, will serve to highlight at least the larger aspects of the inter- 
relationships of interest here. 

Before discussing the parts of the larger problem, however, two preliminary 
steps are necessary: first, to establish clearly the more important relationships 
between conflicting values, social change, and specialization, and between these 
on the one hand and public policy on the other; second, to review briefly the na- 
ture of science and the work of the scientist. 

As to the first of these, the interrelationship between conflicting values, social 
change, specialization and public policy can perhaps be most effectively stated 
in terms of the concept ‘‘value system.” A value system, whether of an entire 
group or of an individual, consists of several fairly concrete elements. The first 
of these is a goal or goals; the second is a set of more or less unalterable conditions 
within which the attainment of the goal or goals must take place if at all; the 
third is an array of methods or tools with which to work; and the fourth is a 
group of standards co-ordinate with the implicit or explicit goals.* 

It is important to note at the outset that these four elements of value systems 
are themselves interrelated in an exceedingly complex way. One of the most 
important ways in which this interrelationship exists is in the fact that for an 
integrated value system each element is wholly consistent with every other. Thus 
in such an integrated system, standards will be simply the retrospective di- 
mension of the established goals; conditions of existence will not be a direct 
limiting factor because allowance will have been made for them in the establish- 
ment of goals and the assessment of standards; and the question of means justify- 
ing ends will not arise because goals and methods will each implicitly contain the 
other. 

The situation is very different in the case of a non-integrated value system. 
Here there may be several goals that are in part mutually exclusive, with an equal 
number of sets of standards that are mutually exclusive to the same extent; 
factors in existence that are automatically accepted as conditions for one value 
may become means when related to another value, thus providing an additional 
confusion in the assessment of standards; and in the attainment of one value it 
may happen that means must be used that are violative of one or more other 
values. 


The immediate importance of conflicting values within a society for present 


2 See Parsons, Talcott, The Structure of Social Action (The McGraw-Hill Book Company, 
New York, 1937) pp. 43-51. 
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purposes is that such a condition is an essential part of any social setting in which 
public policy plays a key role. One of the most vital functions of government 
is to provide a mechanism by which conflicting group values can be adjusted. 
It is true, of course, that the government mechanism is capable of abuse in the 
sense that it can be used as an instrument of power as well as an instrument of 
compromise. In the form of either power or compromise government can ad- 
just conflict. But, other things being equal, this proposition is forcefully true: 
the greater the differences that the government mechanism is called upon to 
adjust, the more will the adjustment process tend to utilize power and the less 
will it tend to utilize compromise. It follows, and this is the most important 
point, that the greater the conflict within the group the more comprehensive will 
be the sphere within which public policy will be called upon to determine basic 
relationships. 

Just as conflicting group values furnish the essential social setting for an ex- 
pansion of the réle of public policy, so does an expanding réle for public policy 
furnish an essential background for social change. (The opposite, of course, is 
also true.) An increasing scope for public-policy determination means essen- 
tially that the group is no longer content with the more or less automatic re- 
lationships of the past, and that for these automatic or informally enforced 
relationships the group is willing to substitute to an ever greater extent the 
formally enforced relationships contemplated by public policy. Stated more 
concretely, a greater réle for government action means that social processes are 
being brought more and more to the conscious level in men’s thinking processes 
as a consequence of clearly visible inconsistencies between the implicit ideals 
of social organization and the actual results of the operation of the system. 

Specialization of social function, as one of the more important accompaniments 
of the growth of capitalism, is also inseparably linked with the complex processes 
discussed briefly above. Without going to the extreme of arguing that the en- 
tirety of an individual’s value system is derived from his environmental situation, 
it can safely be stated that a great part of the value system is so derived.? Thus 
specialization operates simultaneously in two directions of significance here, each 
direction mutually reinforcing the other. On the one hand, it operates to re- 
duce the perspective of the individual by causing an automatic concentration 
of his attention faculty upon relationships pertinent to his small function. At 
the same time, on the other hand, the narrowed perspective tends to be per- 
petuated for oncoming generations through its reflection in the environmental 
situation.t Thus where value systems arise in connection with a high degree of 
specialization of function, conflicting values are apt to be an important feature 
of social organization, and society is equally apt to be characterized by social 
change and an expanding réle for government action. 

The above case can be stated even more strongly. Specialization of social 
function, carried to the point characteristic of modern capitalism, is one of the 


3 Young, Kimball, Personality and Problems of Adjustment (F. 8. Crofts & Co., Inc., 
New York, 1940) Chapter VI. 
4 Loc. cit. 
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principal factors making for complexity in the social mechanism. This greater 
complexity of the mechanism creates an abstract need for a broader perspective 
on the part of the average individual. Specialization, however, instead of pro- 
ducing a broader perspective, tends to produce narrowness. And, so specialized 
has the educational system itself become in the environment of capitalism, it is 
not at all certain that education has successfully closed the gap. 

As to the second preliminary step, the nature of science and the work of the 
scientist can be outlined much more briefly in view of the widespread familiarity 
with this nature. Science, in the commonly accepted connotation, compre- 
hends two distinct though closely related aspects. These aspects are a method 
and an attitude. The scientific method, as it is termed, requires in general that 
procedures be followed in analysis that can be checked by other investigators, 
as well as by the analyst himself. Conclusions reached in any other way cannot 
be subscribed to as science, nor can a conclusion be subscribed to before it has 
been checked carefully by the analyst or by others, or preferably by both. 

The attitude aspect of science follows a similar pattern. It is recognized that 
the mechanism of the human nervous system is such that interest tends to govern 
both observation and mental proportioning. It follows that, although two 
investigators with an identical “interest” could check one another’s method, 
the conclusion reached would still be unscientific because biased. True science, 
therefore, can result only when the investigator and those who check his work 
have no “interest” in the subject at hand and are consequently aloof from the 
values involved. This does not mean that values themselves cannot be the 
subject matter of science. The values of others, where both observable and 
demonstrable, may very well be treated by the scientist, but the value relation- 
ships studied must be wholly neutral in the value system of the analyst. 

The requirements of both method and attitude, it is clear, can be achieved 
most easily by concentration upon physical relationships. Not only are physical 
data susceptible to infinitely less individual variation, which fact contributes 
to ease of checking results, but it is much simpler for an individual to be unbiased 
about why grass is green than about the relative merits of different social ide- 
ologies. It would seem to follow from this that the broader the problems with 
which science deals, the more rare will real objectivity be, the more controversy 
there will be over procedures and conclusions, and the less certain results will be. 


I 


An analysis of the relationship between science and a society in which values 
are in conflict can well begin with a brief reference to the history of the current 
conception of science. As indicated above it is not at all surprising that this 
conception was developed first in the field of the natural sciences. The phe- 
nomena in this field are rather easily divorced, in one sense, from the value system 
of the investigator. It is possible, however, that the causal relationship in- 
volved in this situation was not the development of natural science because physi- 


5 Keynes, John N., The Scope and Method of Political Economy (Macmillan and Company, 
London, 1897) presents a full discussion of this subject in the field of political economy. 
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cal phenomena constitute subject matter farthest removed from the necessity of 
personal involvement. It is more probable that emphasis upon the scientific 
method developed because men desired to concentrate upon the natural sciences. 

This causal relationship is the more probable of the two possibilities since at 
the time the idea of the scientific method was originated—the period of the 
Renaissance—scholarship was quite deliberately seeking an escape from the social 
sciences, at that time largely identified with religion and its socalled “hand- 
maiden,” philosophy. The escape sought was one from uncertainty in scholar- 
ship, from problems about which men could debate indefinitely but which they 
could never seem to solve. The escape was largely successful. Philosophy and 
theology have, since that time, lost a great deal of prestige to the new emphasis. 

This brief consideration of historical development suggests two significant 
points. First, the development of perspective in the scientific-method sense 
of that term can mean a divorce from values in only one sense. What is 
accomplished by the pursuit of perspective is that the value orientation of the 
“seeker” shifts from those value elements that occupy the attention and energy 
of other men to science as a substitute value system. This is merely a restate- 
ment of the idea expressed elsewhere by others that science, instead of dispensing 
with religion, became itself a religion.?, Second, the individual who would pursue 
science is clearly committed to concentrate his activities upon an area of en- 
vironmental relationships basically immaterial to himself. It does not follow 
necessarily that no individual can be interested in these relationships. But the 
analyst himself must be unconcerned. 

It is a well-known fact that philosophy and religion did not remain as impotent 
a social force as seems to have been contemplated by the founders of the scien- 
tific method. True they did not persist in precisely their original form. Rather 
they reappeared, in a sense, as comprehensive social problems rising from the 
expansion of the capitalistic form of social organization. 

The pressure for abandonment of science in dealing with these problems was 
tremendous. It follows that a vast amount of attention was given to them that 
was not scientifically oriented. Concurrently with this development, however, 
was the formulation of principles of social science, the principles carried over 
insofar as was possible from the physical sciences. Thus, although the scientific 
method is obviously much more difficult in the case of the social sciences than 
in the case of natural science, an honest and rigorous attempt has been made to 
keep these free from value bias. 

By the end of World War I the social problems created by the outworking of 
capitalism as a form of social organization had become so pronounced that there 
was in existence an unmistakable trend toward public interference with the 
spontaneous operation of enterprise. This trend was greatly accelerated in this 

6 Windelband, W., A History of Philosophy (The Macmillan Company, New York, 1938) 
Part IV, Chapter 2. 

7 Knight, Frank, ‘‘What is Truth in Economics,’’ Journal of Political Economy, Vol. 48, 
February, 1940. 

8 Auguste Comte, widely credited with being the ‘‘father”’ of Sociology, wrote his Cours 
de Philosophie Positive in the decade following 1830. 
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country during and following the severe depression years of 1932 and 1933. To- 
day it can safely be said that the trend in this direction is still in evidence, and 
that public policy now extends into nearly every corner of the average individual’s 
life, although extending mildly and very indirectly in many instances. 

In this discussion of the relationship between science and value conflicts these 
recent developments will well repay further analysis. The existence of a social 
problem means the simultaneous existence of a social conflict situation. It may 
be a conflict between monopolies and consumers, between business and labor, 
or between two industries over tariff policy. But the important fact is that 
such is the relationship between social control and social problems that each is 
virtually mirrored in the other, both from the standpoint of intensiveness and 
extensiveness. Theoretically social problems should be approached by public 
policy with a broad perspective. It happens, however, that the larger the social 
problem the less, normally, will be the perspective with which a solution can be 
sought. For when social problems are both broad and deep, it is inevitable that 
almost every individual will be originally impaled upon at least one prong of one 
conflict. In any society the individual is most likely, of course, to concentrate 
his energies upon the problems in which he himself is involved. But where 
broad and deep conflicts are present, it is more than ever difficult for the individ- 
ual to avoid identifying himself disproportionately with one side of a given situa- 
tion. In short, the more comprehensive the issues at stake, the more difficult 
it is—and consequently the more rare—for the aspirant to science to find material 
with which to work in which he has no personal interest. 

This is not the only way in which a social situation characterized by value 
conflicts operates to “‘dilute” the usefulness of science. In addition, these con- 
flicts tend to destroy a part of the very underpinning of scientific research and 
the communication of knowledge. Scientific development is ultimately de- 
pendent upon the existence of a common body of “facts’’ and agreed principles 
of interaction between “facts.’”” This common basis for agreement furnishes 
ground on which men may stand while reaching out for new “facts” and new 
principles of interaction. 

The absolute necessity for common ground in the communication of and 
contribution to knowledge can be simply demonstrated by the use of a familiar 
syllogism as follows: ; 


All cows eat grass. 
This animal is a cow. 
-. This animal eats grass. 


It is at once evident that the conclusion reached through the above technique 
could not be accepted by or communicated to others unless these others conceded 
at the outset that the two premises to the conclusion were ‘‘true.”? Unless this 
concession is made, discussion must begin at a lower level, or the conclusion must 
be reached in a different way. 

There are many possible premises for discussion with which—as in the above 
syllogism—most men will readily agreee. However, in the field of the social 
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sciences, and particularly in the realm of public policy, the typical syllogism will 
be of the following order: 


Maximum economic output is the goal of social organization. 
Free enterprise is the economic organization best adapted to maximum output. 
-. Free enterprise is the type of economic organization to strive for. 


Here it is clear that if both premises are granted, the conclusion must be 
granted also; that if the first premise only is conceded, there is room for a con- 
siderable amount of debate within the limits set by the demands of science; 
but that if the first premise is not granted, argument very quickly enters the 
realm of metaphysics and loses most of its scientific quality. 

It follows from the analysis to this point that the broader and deeper the con- 
flicts within the group, the more exclusively will the typical subject for analysis 
and discussion be the “proper” premises for a given social science syllogism, and 
that, therefore, the Jess can be the contribution of pure science to the solution. 
Problems of public policy are almost exclusively normative in nature. Thus the 
policy maker and the true scientist can be the same person only to a very limited 
extent. 

In a third and final way the existence of conflict within the group limits the 
usefulness of science. An important effect of severe social conflict is that the 
perspective of the average group member is considerably narrower than the 
interest of the entire group. This is true because the bias of the typical in- 
dividual prevents him from comprehending the contrary point of view. The 
inability to rationalize the “opposition” is, of course, the implicit content of 
social conflict. The individual who manages to hold himself aloof from bias 
and thus maintains a scientific point of view finds himself in a position to be 
trusted by no one. Being neither an active friend nor an active foe, he finds 
himself outside the area of group acceptance. In this situation his capacity to 
do good through broader perspective is much diminished. 

Before proceeding to a discussion of the second set of relationships—the func- 
tion of the scientist in a social change situation—a summary of the conclusions 
reached thus far may be helpful. First, the gradual intensification of the prob- 
lems growing out of modern social organization has resulted in a significant in- 
crease in the susceptibility of the average group member to the formation of 
personal bias. Second, this same intensification of problems has resulted in a 
situation in which the basic underpinning of science—common values and com- 
mon tools—has tended to disappear. And finally, this social-conflict situation 
has provided a condition of non-receptivity to the scientific approach. In the 
analysis following, these principles will be developed further and more concretely 
in terms of the dynamic dimension of conflict—change. 


It 


The social change situation is, among other things, an environment in which 
some of the underlying tenets of group living are undergoing a re-thinking in 
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the light of past experience.® A typical setting of the re-thinking process is an 
attempt on the part of new forces to displace the vested interests of the old. 
Much of this attempt at displacement takes place at the level of government 
policy-making, whether legislative, executive, or judicial. Much of it also takes 
the form of offsetting barrages of propaganda designed to win support for one 
view or the other. 

As was emphasized in the earlier article, both the old and the new endeavor 
to argue the view of the entire public. Much of this endeavor is sincere and 
much of it is “factually” sound. Some, of course, is neither. But the important 
point to note here is that it is at this stage that the scientist may be asked to 
contribute. For he, more than anyone else, will be expected by others to give 
a broad, public viewpoint. And thus it is that the trained scientist is frequently 
called upon to supply literature, or to testify in court or before a regulatory com- 
mission, to further the position of one group or another. 

In this position of being expected to have broad perspective on the one hand 
and to further a specific cause on the other, the scientist faces a difficult problem." 
He may elect to analyze the issue as a whole objectively, in which case some of 
his arguments may favor the group that retains him. He may, on the other hand, 
elect to present only arguments that both he and the group retaining him hold 
in common. Or, finally, he may decide to present arguments that support the 
group hiring him even to the point of straining his scientific beliefs somewhat. 

There is no doubt, surely, in anyone’s mind which of the above procedures is 
scientific and which is not. The first is clearly so, the third is clearly not. 
There would possibly be little hesitation, also, in classifying the second procedure 
as non-scientific although the decision in so classifying it would probably be 
less than unanimous. This second procedure, incidentally, is one that represents 
a large number of cases in actual practice. 

Two concluding ideas can be profitably garnered from the above generalized 
illustration. First, a given individual will probably have the opportunity to 
select the first alternative only once. No group with large issues at stake will 
feel that it can afford to present part of the case of the opposition. A case will 
invariably be made as one-sided as possible, in the sense of piling up evidence sus- 
taining a given viewpoint. Thus, a scientist who would be scientific in a period 
of social change must normally be content to analyze changes from the sidelines. 

The second and most important idea to be gathered, however, is that the in- 
terests involved in social change seem to have no difficulty in finding men who are 
“scientific” in the support of a single view. Note that scientific has now been 
put in quotes, for it is a moot question whether the men who do take a single 
view are really scientists or not. They may be, it is true, sincere in their belief 
that they are being objective both as to method and as to attitude. But most 
issues clearly have two sides if viewed through a broad enough perspective. 

®See Laski, Harold J., Reflections on the Revolution of our Times (The Viking Press, 
New York, 1943), Chapter I. 


10 Tt is important to note that the statement that the scientist is expected to have a broad 
perspective is not in conflict with the earlier statement that he is not trusted as an ally. 
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A case in point may make this position clearer. To the troublesome question 
of a valuation method for utility regulation, two answers have been given— 
historical cost and reproduction cost. If one answer were given by scientists 
and another by non-scientists, no problem would here arise. But equally well- 
trained economists and accountants are to be found on both sides in a given case." 
It is probable that each point of view stems logically from a given set of premises, 
In other words, the real problem of valuation is probably the underlying con- 
ception of regulation itself, or a problem technically outside the realm of science. 
But the fact that highly trained men are to be found on both sides of the question 
is excellent evidence that social change tends to dilute science by making members 
of the group more susceptible to the formation of personal bias. 

The discussion leading up to this evidence of greater susceptibility has antici- 
pated both of the other problems relative to the scientist and social change. 
The first of these ramifications is that a greater and greater proportion of the 
problems of the day appear as problems in the evolution of public policy and are 
hence outside the scope of his activities. 

Examples of this fact are available on every hand. Valuation in utility regu- 
lation as mentioned above is one example. However, it may be helpful if an 
example is taken and followed through to a definitive conclusion—definitive, 
that is, for present purposes. The Civil Aeronautics Act of 1938 was passed 
prior to the development of widespread and active interest by steamship com- 
panies in entering the air-transportation business. In consequence the Act 
does not concretely outline the position the Civil Aeronautics Board is to take with 
reference to applications by steamship companies for route certificates. The 
Act does indirectly mention the steamship company, however, and it does con- 
tain general provisions that can be applied to the steamship company. But the 
specific answer to the question, shall these companies be certificated for routes 
or not, is one that must be evolved from the language of the Act as it now reads, 
or the Act must be supplemented by additional legislation. 

The 1938 law at Section 401 states: ““The Authority shall issue a certificate 
authorizing . . . the transportation covered by the application if it finds that the 
applicant is fit, willing, and able to perform such transportation properly, and to 
conform to the provisions of this Act . . . and that such transportation is required 
by the public convenience and necessity. ..”? At Section 408 the law declares: 
“Tt shall be unlawful, unless approved by order of the Authority . . . for any other 
common carrier . . . to purchase, lease, or contract to operate the properties . . . of 
any air carrier.” 

It seems quite clear that the wording of Section 408 would permit the Board 
(the Authority) to classify all surface-common-carrier acquisition of air services— 
including steamship companies—as opposed to the public interest. What is 
not clear is whether or not the Board (the Authority) is permitted to interpret 
Section 401 in the light of Section 408 on the strength of that part of Section 401 
which reads “‘and to conform to the provisions of this Act.” If this course is 
open to the Board then surface common carriers could be automatically dis- 


11 Academic treatises on this problem also take diametrically opposed approaches. 
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qualified for initial operation of air services as well as for acquisition of existing 
air services. 

Elaborate and reasonable arguments can be advanced supporting both the 
affirmative and the negative of this issue. An enumeration of these arguments 
would unnecessarily extend the present discussion. The fact that from a 
“scientific” point of view the argument is closely joined and the issue in some 
doubt, is without question due to the fact that Congress did not look upon this 
issue as enough of a problem to warrant a detailed statement of policy. Thus 
it devolves upon the Civil Aeronautics Board to formulate policy in this respect 
unless new legislation is forthcoming. It follows, therefore, that in this case, 
which is selected as typical of cases involving policy evolution, a basic necessity 
for the establishment of social science is lacking—the necessity for the existence 
of common ground on which to stand. 

Although the necessary common ground in the above instance is a concrete 
statement of particular policy, namely, whether steamship companies are to be 
certified for air service or not, the meeting point for a vast number of similar cases 
is the problem of defining public interest. If public interest could be defined 
“unambiguously” scientists would have a basis for research on ways and means. 
Actually, this “if”? begs the entire question, for if public interest were defined to 
the satisfaction of all reasonable men, there would exist no policy-making evolu- 
tion at all. The fact is that the deeper public policy must go into human re- 
lationships, the less will be the element of science in their determination; and, 
what is most significant here, the more extended and intense the social changes 
occurring, the deeper must public policy go into human relationships. 

Thus far it has been shown that the scientist in his small way finds reflected on 
himself two of the basic disadvantages felt by science in general within a context 
of conflict and change. It remains to be shown that the scientist also shares in 
the third difficulty of science in a dynamic context—namely, the incurrence of a 
considerable amount of disrespect from the public at large. 

It is an excellent sign, from one point of view, to hear men say, “I wouldn’t 
support a cause unless I could be completely objective in my outlook. I will 
do my own analysis and let the chips fall where they may.” From another view- 
point, however, it is somewhat disturbing to reflect that someone else will ‘‘ob- 
jectively”’ support the cause turned down by one “‘scientist,’”’ and vice versa. 
It is very easy to understand the effect that this situation must have upon the 
esteem in which the scientist is held by the public at large. 

A second additional factor contributing to this general result can best be de- 
scribed by reference to a point briefly mentioned earlier. In the social change 
situation the average perspective is much narrower than that perspective neces- 
sary for inclusion of the entire group. More important, this type of situation is 
one in which individuals cannot afford to take relationships with others for 
granted. Everyone will be classified as friend or foe, a situation very similar 
to that existing for the ethnocentric primitive group. The scientist, who by defi- 
nition has a perspective broad enough to include the entire group, invariably 
thinks and consequently speaks in terms quite foreign to the average individual. 
This in itself is enough to warrant the branding of “‘foe.”’ 
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In these two ways, then, the scientist loses both respect and trust against a 
background of change and conflict. First, the existence of pseudo-scientists 
operating in the name of science (and frequently quite sincerely) tend to bring 
disrespect for the real scientist. Second, the very nature of the work of the sci- 
entist creates distrust for the scientist among the members of the group, who, in 
the social setting postulated, want perhaps more than anything else concrete and 
unqualified approbation for the metaphysical position on which their lives are 
predicated. 


The final set of relationships that will be given consideration here is the re- 
lationship between specialization and the complex of problems discussed thus 
far. As has been pointed out earlier specialization is not per se the cause of con- 
flict and change. It is, however, intimately interrelated with today’s social 
setting, of which conflict and change are an important part. Particularly when 
related to the scientist and public policy are some of the more significant con- 
sequences of specialization apparent. 

It seems to be universally true that policy-makers do lean heavily upon the 
work of scientists. All policy-making organizations have either (or both) a 
research staff or a staff of consultants to turn to when facts are required. It is 
the function of these staffs to make recommendations with reference to policy 
matters. Now it will be granted at once that many researchers and many 
consultants are very frankly and openly not scientists. It has already been 
emphasized how difficult it is to reach maturity in a vale Cyan society with- 
out becoming firmly imbued with a “point of view.” But, on the other hand, 
many researchers and consultants do claim and strive earnestly to be scientists 
in the full sense of the word. 

The problem that arises in connection with those scientists retained by Tr 
making organizations has to do with the conclusions that can properly be reached 
in those cases where the recommendations made are not carried out in policy.” 
In such cases policy-makers are summarily accused of ‘playing politics” rather 
than proceeding on the basis of the facts. 

This hasty accusation so often heard does not de justice to the underlying 
problem involved. The scientist, it must be remembered, is also a specialist. 
As a specialist he is legitimately entitled to be scientific only in the field in which 
he is a specialist. His recommendations, therefore, can reasonably carry weight 
only within a specified range. Beyond that range, policy will have to come from 
the recommendations of other specialists or from the uninformed judgment of 
the first. In either case, the recommendations made by the first specialist are 
subject to considerable modification. 

Mention of this factor does not mean that there is not a considerable amount 
of “playing politics” (we will consider some of the things that this term may 
mean later) in policy-making. Rather it serves primarily to emphasize that the 


12 Within the Federal Government, for example, it is a frequent complaint of research 
people that policy decisions ignore the ‘‘objective’’ facts. 
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scientific specialist can speak in the name of science only to the extent of his 
specialty. From that point he must speak as any other individual. 

It follows from this analysis that the fact of extreme specialization effectively 
serves to keep science and the scientist even farther from the making of policy. 
For public policy—although itself segmentized in structure—is not a specialized 
activity. Its scope is neither more nor less than the entire breadth and depth 
of social problems. 

The temptation to identify public policy with a specialized segment of it is 
particularly acute in the field of economics. This is no doubt true because such 
an important part of total social organization today is economic organization. 
Certainly many who are not scientists refer to economic factors as though they 
were the entirety of factors to be considered. 

A few examples of the confusion of the part with the whole may help to isolate 
the problem and furnish background for the concluding discussion of the conse- 
quences thereof for science and the scientist. ‘The American Banking Association 
did not at first approve the Bretton Woods Agreement because it was not based 
upon “‘accepted credit principles.’”’ An economist, claiming to be speaking scien- 
fically, states opposition to compulsory military training after the war because 
it will ‘represent such a waste of resources.” Even economists sometimes jus- 
tify the capitalistic system on the ground that it “has produced the highest level 
of living the world has ever known.” A wide range of people state freely their 
belief that the test of a man’s ability to be a public official is whether or not he 
ever “ran a business at a profit.”” When Charles G. Ross accepted the position 
of press secretary on President Truman’s staff, virtually every written or spoken 
announcement of the fact carried the unqualified statement that Mr. Ross took 
the job “‘at great personal sacrifice.” 

For certain purposes it must be granted that specialization in learning serves 
a most useful purpose. But from the standpoint of the perspective provided 
for dealing with the social problems that arise, the accomplishments of specializa- 
tion have been very meager."* Not only is the field of activity for science and 
the scientist narrowed to a somewhat artificial range, but the temptation to go 
beyond these artificial boundaries produces a peculiar mixture of science and 
philosophy in the name of science that dilutes real science and at the same time 
does not contribute constructively to public policy. 

Not only does science tend to be diluted in the way mentioned but it has its 
effect upon the scientist himself. It cannot help but be discouraging to a re- 
search analyst to refine his materials to the nth degree only to find that actual 
policy is determined in large part (perhaps even the largest part) upon the basis 
of other considerations. These other considerations will be in terms of other 
scientific research in other fields or the art of practical expediency in the light of 
the status quo. These considerations of expediency, of course, would not be 
expected to enter into the calculations of a scientist (whose value orientation is 


13 This lack of accomplishment Karl Mannheim calls the failure to achieve ‘‘social 
awareness.’ See Diagnosis of Our Time (Oxford University Press, New York, 1944). 
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by definition extremely broad). However, the result of the discouragement that 
such a scientist must feel to have a substantial part of the precision of his deter- 
minations ignored may well be to reduce the carefulness and elaborateness with 
which consequent determinations are made. Thus a still further dilution of 
science occurs. 

It was stated earlier that emphasis upon the scientific method was a part of a 
much larger social movement in which the cause of metaphysics lost advocates 
to the cause of reason. The implicit goal of the movement was the establish- 
ment of a body of knowledge upon which men could agree, and which men could 
use to discover new facts and relationships. When the attention of students 
tended to encompass social problems as well as the problems of the physical 
universe the task of staying within common bounds was greatly complicated. 
But the development of specialization in the acquisition of knowledge—as an 
accompaniment of general specialization within the economic system—went far 
to alleviate this difficulty. For while a complete system of social science must 
inevitably rest upon a metaphysical foundation, the development of specializa- 
tion made it much less necessary for anyone to actually work with a complete 
system of social science. So, while the one problem—that of remaining aloof 
from the values of the group—was partially solved, another problem thereby 
arose that could not readily be solved. This problem was that, however far the 
scientist may withdraw from the problems of philosophy and values, these prob- 
lems do persist, particularly when group values are undergoing fundamental 
modification. Therein lies one of the largest elements in the problem of the 
scientist in today’s world. 

To this point the argument of this article has endeavored to accomplish three 
related purposes. The first of these was to demonstrate that group conflict 
operates to dilute the effectiveness of science in three ways: by making the physi- 
cal attainment of scientific outlook more difficult and consequently more rare; 
by destroying a portion of the common ground which serves as the foundation for 
the acquisition and the communication of knowledge; and by making science an 
object of suspicion on the part of the group. The second purpose was to demon- 
strate that group conflict and the process of social change accompanying conflict 
operate to lessen the contribution of the individual scientist in the same three 
ways. The third purpose was to demonstrate that the specialization of learning 
operates to accentuate both of the first two processes; first by limiting the per- 
spective of the individual scientist to one phase of a total problem, and second by 
making necessary the filling in of gaps for a given problem by untrained personnel. 

There are numerous ramifications of these conclusions for modern society. 
A few of these will now be briefly mentioned. 

The first ramification has to do with the réle of the politician. It has already 
been emphasized that though the scientist withdraws himself from value prob- 
lems, everyone assuredly can not so withdraw. If, then, those individuals with 
training do not actively work to solve problems, they must be solved by indivi- 
duals without training. For this reason any tendency for scientists to withdraw 
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from policy matters is an open invitation to the politician, even in the more 
vulgar usage of that term. 

Despite a certain tendency today, however, to put all politicians in a single 
category, it is becoming increasingly important that we understand the limita- 
tions of the non-selective classification—important because to an ever greater 
degree the life of every individual is becoming dependent upon the activity of 
politicians. One useful classification might be to place in one group politicians 
to whom incumbency in office is the supreme goal, and in another group politi- 
cians to whom incumbency is a means to a larger end. Even in this last group 
there is virtually an infinite variation between men as regards the depth or shal- 
lowness with which they grasp the problems of the group as a whole. Thus the 
politician class merges finally into what is more properly called the statesman 
class. 

The important point here is that where group values are in conflict, political 
representatives in all branches of government will inevitably reflect that conflict. 
In such a context even the most basic public policy must be subjected to ex- 
tensive compromise. Stated differently, the art of politics requires an individual 
to seek support for a given issue among groups whose basic philosophy may differ 
greatly from his own. If, in short, legislation were to depend on anything even 
approaching unanimity there could be no important legislation. ‘Playing 
politics’’ thus is of vital importance to successful policy-making. 

It should be noted here, too, that politics necessarily perpetuates itself. A 
leader in charge of a program of public policy must have assistance. In ap- 
pointing men to assist him, his selective principle will of course be ability insofar 
as is possible. But an able assistant without a similar value-orientation would 
be poor assistance. Therefore, ability may have to be secondary to the value 
orientation itself. Consequently inbreeding and an even greater narrowness is 
likely to result. 

The other side of this picture is also significant. Where too great differences 
exist, where in order to achieve basic legislation men must compromise com- 
pletely, representative government cannot endure. 

It is more that ever clear from this discussion that politics is no place for the 
scientist. Even to endeavor to influence policy is apt to be discouraging, for 
policy-makers will necessarily distort analysis into unintended channels and 
compromise recommendations beyond recognition. 

The blame for this existing state of affairs is not to be placed upon the poli- 
tician, if, indeed, blame can be specifically placed anywhere. Politicians can 
be of little greater or little smaller stature than the stock from which they spring. 
It is reported that President Roosevelt was once approached by a reporter who 
desired to oust a certain political boss. In response to the solicitation for his 
aid, President Roosevelt is reputed to have said, “If an election were held to- 
morrow, what would happen to this boss?” The reporter answered that he 
would be re-elected. “Then,” replied the President, ““you would do better 
educating the people.” 
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Rather, the source of the difficulty is probably that at the time of the Re- 
naissance men stood on what they believed to be firm values and developed the 
philosophy of the scientific method—a philosophy predicated upon the “firm” 
values upon which men believed they stood. An accompaniment of this phi- 
losophy was the laissez faire approach to the problem of government. Science, 
not public policy, was the field in which the student should operate. 

As time passed, men’s values became less firm and eventually cracks appeared 
in the value system. It became necessary for some men to pause in their ac- 
tivities and mend the breaches. In other words it became necessary for men to 
occupy themselves with values. And, either the men who occupy themselves 
with values are taught values by other men with broad perspective, or they pick 
up value systems from the narrow perspective of the street. It seems very con- 
servative to state that the emphasis upon non-value relationships in the edu- 
cational system has contributed much toward driving men to the street for their 
value systems. 

One other important ramification suggests itself. A vital part of the value 
system upon which men stood when science endeavored to part company with the 
world of values was the idea of natural law. Stemming from this idea of natural 
law was the early conception of the function of the Supreme Court. According 
to this conception, the Supreme Court justices simply represented all reasonable 
men. In this capacity they needed only to hold a given case up to the law of 
reason and justice was automatic. 

It is of the utmost importance to note that, assuming the existence of natural 
law, its operation must depend upon the penetration of that law into the com- 
prehension of the members of the group. It seems more or less inevitable in the 
long-run that the majority will determine what is done, even though it may not 
always determine correctly what ought to be done. It would be impossible for 
a handful of judges picked from the group to interpret the law in a basically 
different way from that of their fellow group members. In short, law can not 
rise far above the ability of the group to live together in harmony. 

Throughout the course of our experience with the Supreme Court we have 
gradually had increasing reason to doubt the automaticity of the law-interpreta- 
tion function. Rather it has become increasingly evident—and jurists are by 
now virtually all agreed on the point*—not only that judges make law but that 
judge-made law is reflective of the temper of the group for whom the law is made. 
Particularly has it been noted in connection with the court in recent years with 
its self-reversals, court disputes, etc., that as the complex of group relationships 
changes in tone, the legal counterpart of this over-all complex changes also. 

This development in law is looked upon by many as exceedingly damaging 
to one of our finest institutions. That may, in one sense of the word at least, 
be true. The damage, however, does not stem directly or even primarily from 
a loss of faith, so to speak, in natural law. Rather the source must be sought 


14 See Frank, Jerome, Law and the Modern Mind (Tudor Publishing Company, New York, 
1935). 
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in a broader setting. For when a group as a whole loses its perspective—which 
loss is an invariable accompaniment of group confiict and changing values—law 
along with every other organized activity naturally loses a great deal of its uni- 
versality. 

William James and John Dewey have developed and helped to popularize a 
theory of relativism as a rather basic metaphysics for the age. William Y. 
Elliott has written The Pragmatic Revolt in Politics as an application of this 
theme to a particular field. Other adaptations have been made and will be made 
in the future. All of them add up to what has popularly been called “the revolt 
from reason.” It is suggested here that in a very realistic sense the situation of 
today is not man revolting from reason. Rather reason is revolting from man, 
to state the idea metaphorically. We set out to build life upon empirically 
demonstrable tenets. We made this attempt against a background of implicit, 
metaphysical principles (values) that served to hold the empiricism together. 
In the process of building we managed to convince ourselves that the implicit 
metaphysical principles did not exist in the first place. As a consequence the 
principles that served as the underpinning for empiricism lost much of their 
universal acceptance. In desperation, then, a new metaphysics was attempted. 
But by that time, man had lost much of his capacity to reason collectively. In 
consequence it is perhaps apt to refer to reason revolting from man. In trying 
to do too much we now find we have ended by accomplishing but a small fraction 
of the intended result. 

By way of concluding this discussion several summary observations can be 
made. In the first place, science can not advance too far ahead of the so-called 
popular basis of group living.“ The result of leading the parade at too great a 
distance is that no real leading is done at all. A general must issue orders that 
take specific cognizance of the detailed disposition of his troops. 

In the second place, and following from the first, the urge to be a part of the 
moving drama of evolving human relationships is operating to turn much science 
and many scientists into non-scientific channels. This diversion is due partly 
to unconscious involvement in the issues of the day by men who would otherwise 
be scientists, and partly to the volition of the scientists themselves—men who are 
unwilling to devote their store of energy to matters of no moment to themselves 
in a world whose values are becoming more and more confused. 

In the third place, and following from the second, the road traversed by those 
who are both willing and able to follow the path of science is made even more 
difficult by the disrepute into which science tends to fall in a dynamic environ- 
ment. This disrepute stems from the narrowness that inevitably accompanies 
the segmentization of society into camps. 

These three observations combined denote the circular relationship between 
science and change, a relationship that tends to bring the no-value orientation of 

15 An excellent illustration of this point is the fact that throughout the entire war period 


the perspective of ‘‘professors’’ on the Washington scene was persistently tempered by the 
expediency notions of businessman colleagues. 
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the scientist into closer harmony with the value orientation of the group. This 
tendency, in the opinion of the writer, is visible on every hand. Furthermore, 
the writer believes that this trend is as demonstrably good from points of view 
expressed earlier as it is demonstrably bad from other points of view. 

All of this is not intended as an argument against science either in the past or 
in the future. Rather it is to emphasize that as long as man is a finite creature 
there must invariably be a portion of his environment that must be accepted on 
faith—not demonstrated by science. And while men should contrive vigorously 
to expand the area of practical demonstration, yet it is the gap that is bridged 
by faith that serves as a foundation for demonstration by reason. Likewise, to 


the average man, harmony built upon faith is in many ways superior to dis- 
harmony. 
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I 


The first large scale experiment of management-labor co-operation on the 
international level was the establishment of the International Labor Organiza- 
tion in 1919. The work of this agency has been principally devoted to the 
improvement of labor conditions in general, resulting in international conven- 
tions and recommendations on maximum working hours, social security, pro- 
tection of women workers, restrictions on child labor, and so forth. In the 
course of the operation of the International Labor Organization, however, dis- 
cussion and research were frequently focused upon labor problems pertaining to 
particular industrial branches (for example, bakeries, coal mining, textile indus- 
tries, maritime trade). These more specific approaches to the purposes de- 
termined in the charter of the International Labor Organization proved most fruit- 
ful. They brought together experts of the same trade who did not indulge too 
freely in oratory and whose concern with one branch of business was in itself a 
suitable platform for the discussion of management-labor relations and condi- 
tions of employment. 

The machinery for the treatment of labor problems in individual industries 
in the International Labor Organization has been either bipartite (representa- 
tion of employer and labor interests only), or tripartite (including also represent- 
atives of governments). Labor unions were the principal advocates of interna- 
tional public agencies dealing with social problems of particular trades.1_ The 
representatives of entrepreneurs in the International Labor Organization did 
not oppose fundamentally this working pattern. However, they were anxious 
to have the jurisdiction of these specific bodies restricted to “employment 
problems” only. Thus, they tried to keep managerial activities free from out- 
side interference. Opinions of national governments on the treatment of labor 
conditions by agencies established for individual industries varied from case to 
case and from government to government.? 

In the chronicle of building suitable mechanisms for international economic 
co-operation, the establishment of agencies promoting harmonious management- 
labor relations in large world industries seems to be one of the most fascinating 


1 See ‘‘The Industrial Committees of the International Labour Organization,” in Inter- 
national Labour Review, August-September 1945, pp. 142 ff. 

2 See for instance the discussion on the establishment of a tripartite committee for iron 
and steel production, International Labour Conference, Twentieth Session (1936), Record 
of Proceedings, p. 741. In the International Labour Conference of 1941 (New York) the 
government representative of Mexico expressed anxiety that the operation of an interna- 
tional textile committee might infringe upon the sovereignty of nations (Record of Proceed- 
ings, 1941), p. 125. 
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topics. The tendencies to build such machinery truly mirror the new views on 
the social tasks which the economic process is expected to perform. 


II 


In the 91st Session of the Governing Body of the International Labor Organi- 
zation (December 1943), the Government of the United Kingdom submitted 
proposals for the establishment of public international organizations, embracing 
all major world industries. In these organizations the representatives of national 
entrepreneur and labor groups would collaborate in the advancement of social 
progress in their respective branches of business. According to the British 
suggestion, ‘‘Industrial Committees” for coal-mining, iron and steel production, 
engineering and allied industries, textile manufacture, inland transportation, 
docks, and distributive trades, should be organized immediately ; other significant 
branches should follow suit. ‘The Governing Body received the British recom- 
mendation sympathetically and instructed the International Labor Office to 
prepare this topic for discussion at the Twenty-sixth Session of the International 
Labor Conference in 1944 (Philadelphia). This Conference decided favorably 
on the proposal‘ and invited its Governing Body to select the industrial branches 
for which Industrial Committees should be organized, and to determine the 
details of their structure, jurisdiction and operation. In turn, the Governing 
Body decided in its London meeting (January 1945) upon the establishment of 
the first seven standing Industrial Committees for (a) building, civil engineering 
and public works, (b) coal-mining, (c) inland transport, (d) iron and steel pro- 
duction, (e) nonferrous metal trades, (f) petroleum production and refining, (g) 
textiles. The Governing Body also designated the member-nations of the 
International Labor Organization to be represented on the particular Com- 
mittees.» The most important producing nations and geographical regions were 
to participate. No doubt, as soon as the Soviet Union re-joins the International 
Labor Organization, she will receive representation on most of the Committees. 
The United States of America, the United Kingdom, France and Canada will 
participate in all Committees up to now selected. All Committees will be organ- 
ized on a tripartite basis; that is, nations will participate in them through 
government-, employer-, and employee-representatives. Of course, each Com- 
mittee will be entitled to establish subcommittees consisting solely of employer 


3 Cf. Report I, Future Policy, Programme and Status of the International Labour Organiza- 
tion, Montreal, 1944, pp. 71 ff. 

4 Cf. Record of Proceedings, pp. 259 and 320. The Resolution reads: ‘‘That this meeting 
is of the opinion that the International Labour Office should proceed forthwith with the 
setting up of industrial sections and invites the Governing Body to elaborate regulations 
governing the activities of industrial committees.’’ The Indian Government Delegate 
insisted in the meeting of the Subcommittee for Industrial Committees that ‘“‘it would be 
desirable for the Committees, in so far as economic issues came up for their consideration, 
to confine their attention to the social aspects of those issues.”’ 

5 The number of countries represented on the Committees is as follows: building and 
civil engineering and public works, 19; coal-mining, 11; inland transport, 24; iron and steel 
production, 14; nonferrous metal trades, 13; petroleum, 12; textiles, 17. 
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and employee representatives. Employer and employee delegates (and their 
advisors) are to be appointed by the national governments upon the suggestion 
of the respective national interest groups (industrial organizations of entre- 
preneurs and labor). Further details concerning the structure of the Committees 
were settled in the Paris meetings of the Governing Body (October-November 
1945); however, the proceedings of these meetings have not yet been published. 
Industrial Committees are integral parts of the International Labor Organiza- 
tion. They have, however, sufficient autonomy to determine their rules of 
procedure, the topics to be treated, and the policies to be followed. Their 
routine administrative activities will be performed by the newly organized Indus- 
trial Relations Section of the International Labor Office. 

Two of the newly organized Industrial Committees (Inland transport and 
Coal mining) met at the end of 1945; meetings of additional Committees are 
scheduled for 1946. 

The departure in the new set-up of Industrial Committees from previous 
arrangements lies in the comprehensiveness and in the institutionalization 
of their activities. It is not without significance that this venture coincides with 
the expansion of the scope of the International Labor Organization provided for 
in the Philadelphia Charter (1944) which expressly included among the purposes 
of the organization the treatment of those economic policies which underlie 
social problems. 

This article proposes to discuss briefly a few political and economic problems 
attendant upon this recent development in international management-labor 
relations. It is assumed here that the reader is acquainted with the funda- 
mental principles of the structure and operation of the International Labor 
Organization. Some changes in these principles may occur, or their interpreta- 
tion may be subject to reconsideration, when the functions of the Social and 
Economic Council of the United Nations become crystallized and when the 
position of the International Labor Organization within the broader framework 
of the United Nations Organization is determined in a concrete manner. 


Tit 


Queries as to their exact scope and jurisdiction accompanied all official and 
unofficial discussions on Industrial Committees. One may state negatively that 
there was no intention to duplicate tasks already covered by existing interna- 
tional bodies. All responsible persons wanted to avoid the establishment of 
organizations which would merely indulge in passing on resolutions containing 
generally framed, noncontroversial propositions on the desirability of social 
progress all over the globe. However, the formulation of workable rules on 
which management-labor co-operation in particular world industries ought to 
be based and the positive designation in advance of suitable topics for the work 
of the Committees met considerable difficulties. 

The outermost limits of the jurisdiction of Industrial Committees coincide 
with those set forth for the International Labor Organization because industrial 
committees are but subentities within the framework of the International Labor 
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Organization. As far as the work of Industrial Committees pertains to the 
expert preparation of topics treated in the traditional way by the statutory 
bodies of the International Labor Organization, their function will be uncon- 
tested and they will be a welcome addition to the customary routine mechanisms 
of the International Labor Organization. It will also be generally agreed that 
the operation of the Committees may be a useful means to make wider circles 
of industry and labor acquainted with the purposes of the International Labor 
Organization. The coming together of representatives of labor and entrepre- 
neurs of a world industry may bring about better understanding in international 
economic and political relations. Most people will also agree that in the field 
of social policies of large industrial branches a considerable amount of additional 
research is necessary and that the work of Industrial Committees may give a 
useful fundament to such activities. The mere bringing to light of significant 
facts and issues concerning the social performance of an industrial branch may 
contribute to the establishment of socially desirable economic conditions. 
Perpetual skeptics may regard these uncontested functions of Industrial Com- 
mittees as not warranting the addition of new units to the already large number 
of international public agencies. People with more imagination will find that 
even this unquestioned minimum of functions suffices to justify this venture 
although they will concede the fact that the new departure entails risk of 
failure. 

The intentions of the Governing Body with reference to the jurisdiction of 
Industrial Committees are indicated by the two topics which are to be put on the 
agenda of the first meetings of all committees. They are: (1) the social problems 
of the respective industry during the period of transition from war to peace; 
(2) future international co-operation concerning social policy and its economic 
foundations in the industry. Whereas the first item embraces short-term prob- 
lems in the field of social policies, the second item relates to those long-term 
social problems which can be influenced by ‘concerted international action.” 
The second item emphasizes that the Committees ought not to disregard the 
underlying economic foundations of social policies. Because almost all private 
entrepreneurs anxiously guard their exclusive discretion in those fields of manage- 
ment which may be broadly designated as organizational, technological, com- 
mercial, and financial, good leadership and a co-operative atmosphere in the 
Committees will be necessary to make possible the sincere discussion of the 
economic foundations of social policies. Otherwise a defensive attitude will be 
imposed upon private entrepreneurs which will make their active co-operation 
difficult. 

The concept of “concerted action” raises the question as to what parties of 
the action have been envisaged by the Governing Body. One may assume with 
great probability that the framers of the Committees’ initial program intended 
to establish collaboration in the field of employment policies between the several 
national entrepreneur and labor groups. It was expected also that these policies 
would be more or less supported (or at least not opposed) by the respective 
governments. The consequence of government ownership and control of key 
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industries in many countries will be, of course, that entrepreneur groups will 
often embrace representatives of both privately and publicly owned industries. 
The fact that government representatives will participate (along with represen- 
tatives of employers and labor) as an independent group of tripartite Industrial 
Committees may suggest that governments, also in capacities other than owners 
of publicly administered industries, become parties to ‘‘concerted action”. 
Such a broad interpretation, however, would introduce into this matter strong 
controversial elements pertaining to international law and politics. It would 
complicate the very essence of the ‘“‘concerted action” here discussed. This is 
not to say that ‘concerted action” within the frame of Industrial Committees 
should exclude the initiation of public measures or international conventions 
in the field of social policies. However, the genuine field of discussion and 
concerted action of Industrial Committees in the international field seems to be 
somewhat along the same line (that is between entrepreneurs and labor) as is 
customary in management-labor relations on the national scale. One might use 
as an example the management-labor conference initiated by President Truman 
in the fall of 1945, although that attempt did not relate specifically to one branch 
of business. 

Prevailing labor conditions in a particular world industry will be the substance 
upon which the intended ‘‘concerted action” will focus. Nobody believes that 
international concerted action will bring about uniform labor standards in those 
world industries in which labor productivity and other local circumstances vary 
considerably. That labor productivity (and also the distribution of the social 
product) depends on many other factors than the skill and efficiency of workers 
is evident to layman and expert alike.6 However, Industrial Committees may 
usefully consider the reasons for great national differentials between physical 
output and labor input in an industry all over the world. They may investigate 
whether in their respective industries high labor standards impair the com- 
petitive position of the socially more advanced country.?’ There has been a 
noticeable tendency on the part of labor representatives (and also a few govern- 
ments) to extract labor costs from the realm of “competitive” elements in the 
national economy of large industries. And because such an extraction is not 
feasible on the international scale there exists a widespread desire to establish 
at least minimum labor standards in certain branches of industry all over the 
world. Which labor conditions may be suitable subjects for the establishment 


6 The following approximate figures may give an idea of the existing differences in labor 
productivity in a key industry. In the United Kingdom in 1935 5.18 man-hours were re- 
quired to produce a long ton of pig iron, whereas in Germany 5.02 and in the United States 
1.30 man-hours were required. It would be ridiculous to attribute these conspicuous 
differences principally to labor conditions, although the efficiency of labor is one element 
influencing the relation between physical output and labor input. , 

7 The following statement of the U.S. Tariff Commission may serve as illustration. ‘In 
the export of iron and steel products as such, the United States was surpassed by Germany, 
Belgium-Luxembourg, France, and the United Kingdom chiefly because of lower wage rates 
in those countries.”” Post-war Import Trade of the U. S. and Production of Related Items, 
Metals and Minerals, 1945, Schedule 8, p. 36 (mimeographed). 
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of minimum standards in an industry will be one of the most important topics 
of discussion in Industrial Committees. 

First, the Industrial Committees are supposed to undertake the hard task of 
determining the principal social problems which a world industry will have to 
face in the period of transition from war to peace. Such problems depend, of 
course, on a multitude of controllable and uncontrollable factors and are peculiar 
to the industries concerned. One may sketch a few topics which might be 
suitable subjects for discussion under the heading of “social problems of the 
transitional period” in all Committees. Such are: (1) The avoidance of adverse 
effects on employment arising from difficulties in procuring raw materials, fuel, 
and machines required for optimum operation. During the transition period 
obstacles to smooth transportation may be one of the reasons for such difficulties. 
(2) Preferential consideration in re-hiring and re-training of labor which was 
separated from a plant because of the war. (3) Disruption of employment in 
existing industries arising from wartime establishment of new production facilities 
in other regions. (4) Adjustment of trade and exchange restrictions during the 
period of transition to upset employment as little as possible. (5) The ameliora- 
tion of labor difficulties resulting from recent changes in political boundaries and 
interest spheres. (6) Measures designed to meet deferred demand in such a 
way that employment conditions are not affected spasmodically. Of course, 
any steps taken under the pressure of transitional scarcity should be considered 
in the light of long-term requirements of desirable social policies. 

Secondly, the fields of co-operative endeavor which might be engaged in with 
reference to social policies for the future will have to be considered by the In- 
dustrial Committees. A few general ideas on this subject may be advanced 
here. Such are: (1) the use of the actual and potential labor force in the most 
satisfactory way from a social and economic standpoint; (2) the use of existing 
physical resources and technological facilities in an optimum fashion with due 
regard to a fair return to the efficient entrepreneurs who maintain adequate 
investments and reserves; (3) the increase through new investments and addi- 
tional labor recruitment in the efficient use of human and physical resources in 
accordance with the general requirements of world economy; (4) the harmonizing 
of production and employment in the respective industry with that of other 
industries dependent on it; (5) the administration of employment policies to 
moderate the undesirable effects of short- and long-term fluctuations; (6) the 
promotion of rapid technological innovations on the international scale with 
as little disruption of labor interests as possible; (7) the fostering as far as possible 
of the international division of labor with due regard, however, to already existing 
production facilities; (8) the exchange of experience on measures promoting 
health and safety. These topics, of course, include the consideration of minimum 
standards for working hours, measures relating to co-operative instruction of 
industrial personnel, and the exchange of experiences on good management-labor 
relations within plants and larger production units. 

The present conditions of the world give rise to many important problems in 
which a sincere exchange of opinion by the members of the industrial groups may 
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contribute to their solution. Whether or not problems are ripe for discussion 
will have to be carefully considered from case to case. There is little doubt, 
for example, that the transfer of private industries to public control will have 
paramount influence on employment and labor conditions. However, it seems 
questionable, whether such topics should be considered while there is no experi- 
ence in the methods of co-operation in the Committees. 


IV 


The successful operation of the Industrial Committees necessitates the clari- 
fication of the interests they intend to serve. If vested interests of either 
entrepreneurs or labor or both are challenged by new technological developments 
or other factors, there is a possibility that only the interests of traditional indus- 
tries would be taken into account. Industrial Committees are composed of the 
representatives of producer countries, although consuming countries may have 
divergent interests. One may assume that Industrial Committees in their 
deliberations will provide at least a fair hearing for important consumer interests. 
Government representatives may also assume the rdéle of protectors of certain 
consumer interests. In recent discussions on international commodity-control 
agreements, consumer representation has been strongly recommended, and in 
some instances adopted. Every experienced economist will admit, however, 
that the formulation of means to protect consumer interests is exceedingly 
complicated. 

The establishment of Industrial Committees is founded on the assumption 
that a harmony of interests at least to some degree (with reference to social 
policies) exists within world-wide industries. Such harmony may refer on the 
one hand to all entrepreneur groups as a bloc, or to all labor groups as a bloc, 
or to all national entrepreneur and labor groups represented on the Committee. 
For example, it would suggest that the owners of the world’s collieries, or labor 
in world coal industries, or both groups have certain common aims in the social 
field. A deeper penetration into the problem of harmonizing interests will 
show that habitual conceptions about coinciding interest spheres are frequently 
based on wishful thinking. This is not to say that there are no common grounds 
on which world industries, including labor, may meet in the pursuit of social 
progress. However, a common platform can only be found by a thorough 
investigation of the technological and economic structure of the respective 
national industries. Furthermore, the question naturally arises whether there is 
a genuine international social interest concerning one industrial branch that 
transcends the combined interests composed of a crude mosaic of national 
interests. 

Many recent economic studies have predicted an irresistible trend toward 
stronger and stronger technological and market co-operation on the part of 
entrepreneurs on the international scale. Especially in industries to which 
entry is not easy, entrepreneurial rivalry is reported to be completely outmoded. 
If this were true, international co-operation of entrepreneurs in the social sphere 
would be much easier. It is worth mentioning that when in 1936 in the Inter- 
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national Labor Conference working hours for world steel industries were dis- 
cussed, the representative of the United States Government remarked that since 
steel industries are connected in an international steel cartel it would be easier 
to maintain certain minimum social standards in this field. Frequently social 
niceties camouflage conflicts among entrepreneurial groups. Sometimes the 
existence of temporary marketing associations has deceived observers into 
believing that there exists an organic cohesion among the national entrepreneur 
groups of a world industry. It should be borne in mind that harmony of interests 
among national entrepreneurial groups varies from industry to industry and is 
less common than generally believed. 

On the labor front there is little experience with the determination of common 
material interests in particular industrial branches on the international level. 
Co-operation among national labor groups in international labor unions was 
more evident in ideological principles than in common policies of action. In 
concrete policies of action, certain conflicts among the interests of national 
labor groups may become apparent and will have to be ironed out in international 
organizations. 

When national interests in the sphere of employment conflict, it is likely that 
national entrepreneur and labor groups will be found on the same side. 

The work of the Industrial Committees presupposes the existence of profes- 
sional national associations of entrepreneurs and labor in the respective branches. 
On the international scale the number of such unions established for particular 
industries is relatively small and where they exist they are not tightly bound 
together. The operation of the Committees may promote the establishment or 
tightening of such international unions. 


A few words should be devoted to the form of action that Industrial Com- 
mittees may decide upon, in addition to recommendations for action to the 
statutory bodies of the International Labor Organization. An official communi- 
cation of the International Labor Office suggested that Industrial Committees 
may find it advisable to conclude among the entrepreneur and labor groups 
represented, collective agreements on labor policies somewhat along the line 
practiced on the national scale.? According to this source, this possibility was 
foreseen in the proposals suggested by the Government of the United Kingdom 
in December 1943.!° It would be useless to minimize the difficulties confronting 


8 Record of Proceedings of the International Labour Conference, 1936, pp. 359-60. 

® For example in the Joint Maritime Commission of the International Labor Organization 
unions of entrepreneurs and labor concluded agreements on such items as the use of life- 
saving appliances. The Joint Maritime Commission is in substance an “‘industrial com- 
mittee.’? However, its structure and operation are subject to specific provisions of the 
International Labor Organization. 

10 Cf. International Labour Review, August-September 1945, p. 150. See also ‘‘British 
Government Proposal concerning Joint Industrial Committees,’’ Minutes of the 91st Session 
of the Governing Body of the International Labour Organization, London, December 16-20, 
1948, p. 182. 
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such new development in management-labor relations. However, one should 
remember that only a few decades ago large scale collective bargaining within a 
nation was considered revolutionary. 

There is very little experience to draw on in the field of voluntary social 
agreements among labor and entrepreneurs on the international scale. Labor 
unions of certain industrial branches have co-operated to a limited extent in 
organizational matters. There has been considerably more experience in the 
voluntary co-operation of entrepreneurs in the co-ordination of international 
trade and production policies. Such experience cannot easily be applied to 
voluntary social agreements. 

The framing and enforceability of voluntary social agreements requires a new 
departure in private international law. Such understandings will have to be 
adopted unanimously in order to be truly effective. Frequently their enforce- 
ment will depend on moral persuasion and pressure, another way of saying that 
public opinion can be an effective factor in enforcement. In addition, if labor 
standards are agreed upon, such bodies as international investment agencies may 
insist that those carrying on particular transactions accept those standards. 

In discussions on concerted international action on social policies one of the 
ever recurring problems will lie in the large differentials in the competitive weight 
of various producing countries. It is outside of the scope of this article to con- 
sider the merits of equalizing the competitive positions of national industries 
or the fundamental changes in world politics and economy which would be 
necessary to moderate such national differentials. 


. 


THE INTERNATIONAL LABOR OFFICE: AN APPRAISAL! 


J. V. VAN SICKLE 
Vanderbilt University 


The International Labor Office (the ILO) is generally regarded as an expression 
of organized labor’s idealism.? Certainly it has been used for the past twenty- 
five years by organized labor to propound its view regarding the responsibility 
of the state for the welfare of wage earners. Its influence has been far greater 
than its concrete accomplishments would suggest. It encouraged the movement 
for higher labor standards throughout the world; it promoted unionization in 
the so-called “backward” countries; it identified the struggle for unionism with 
the struggle for international peace and thus rallied to the side of labor a large 
and influential group of intellectuals; and finally it provided organized labor in 
advanced capitalistic countries with an effective diplomatic instrument for 
inducing ‘‘backward”’ countries to raise their labor standards by legislative enact- 
ment (fiat). 

The purposes of the ILO as set forth in the Preamble to Part XIII of the 
Treaty of Versailles have a very modern ring: 


Whereas the League of Nations has for its object the establishment of universal peace, 
and such a peace can only be established if it is based on social justice; 

And whereas conditions of labor exist involving such injustice, hardship and privation 
to large numbers of people as to produce unrest so great that the peace and harmony of 
the world are imperiled; and an improvement of these conditions is urgently required; as, 
for example, by the regulation of the hours of work, including the establishment of a maxi- 
mum working day and week, the regulation of the labor supply, the prevention of unem- 
ployment, the provision of an adequate living wage, the protection of the worker against 
sickness, disease, and injury arising out of his employment, the protection of children, 
young persons and women, provisions for old age and injury, protection of the interests 
of the workers when employed in countries other than their own, recognition of the prin- 
ciple of freedom of association, the organization of vocational and technical education and 
other measures; 

Whereas also the failure of any nation to adopt humane conditions of labor is an ob- 
stacle in the way of other nations which desire to improve the conditions in their own 
countries; 

The High Contracting Parties, moved by sentiments of justice and humanity, as well 
as by the desire to secure the permanent peace of the world, agree . . . etc. 


The Organization consists of a General Conference of Representatives of the 
Members and an International Labor Office. The Conference is composed of 
four representatives of each member state: two government representatives, one 
employer representative, and one labor representative. The Office is under the 


1 The editors of the JourNAt offer this article by Dr. Van Sickle as an interesting contrast 
in viewpoint to that expressed in Dr. Hexner’s article immediately preceding. 

2 James T. Shotwell, ‘‘The Origins of the ILO” in What the ILO Means to America. 
Columbia University Press, N. Y., 1936. 
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control of a Governing Body elected by the Conference, consisting of sixteen 
government representatives, eight employer representatives, and eight worker 
representatives. 

Until the war the headquarters of the Organization were in Geneva. Since 
1940 McGill University has offered it hospitality. The Conference meets at 
least once a year. The first meeting (1919) was held in Washington, the next 
to the last in Philadelphia (1944). 

“The chief aims of international labor legislation,” to quote from the Columbia 
Encyclopedia, ‘‘are to raise the living standards of work people in ‘backward’ 
countries and to protect manufacturers in ‘advanced’ countries from the ‘unfair 
competition’ of ‘backward countries.’”’ The Organization attempts to realize 
these two purposes through recommendations and draft conventions. The 
Recommendations represent aspirations which are still beyond the possibility of 
international agreement. As such, they serve a highly useful propaganda pur- 
pose in all low-standard countries. The Conventions, on the other hand, are 
deliberately aimed at what is attainable here and now. They are formulated in 
great detail so that they can be enforced in the ratifying countries. 

The ILO has accomplished relatively little in the way of standardizing wages 
and hours although these had been the principal objectives in the minds of its 
sponsors. Its concrete accomplishments’ are largely in the field of industrial 
hygiene and in the protection of women, children, and young people. It is in 
the domain of attitudes, however, that it must be judged and there its accomplish- 
ments have been substantial. 

The United States did not enter the Organization until 1934. By that time 
the American Government had adopted the ILO’s theory of social justice. The 
parallels are striking. There is the same faith that distributive justice can be 
attained by recognizing labor and capital as pressure groups, by organizing them 
and getting their representatives to sit around the table with the representatives 
of government acting as the honest brokers and defenders of the consumers. In 
neither philosophy is there much place for the unorganized employer or the un- 
organized worker. There is the same faith in legislation plus collective bar- 
gaining. It is assumed that organized labor in the various countries will see that 
Conventions are observed. Hence, the Office always encourages the strengthen- 
ing of collective bargaining, particularly in “backward” countries. Similarly, 
the New Deal fostered unionism in the South as a substitute for adequate appro- 
priations for enforcing its legislative efforts at nation-wide standardization of 
working conditions. There is the same concern for the deplorable conditions in 
backward countries (the South, in the case of the New Deal) coupled with the 
same acceptance of the fact that the emergence of backward regions from their 
misery must not jeopardize the standards of the advanced countries. There is 
the same unawareness of the possibility that when labor and capital manage to 


3 Paul Martin, Assistant to the Canadian Minister of Labor recently summarized its 
accomplishments as follows in Public Affairs, v. VII, No. 4 (Dalhousie University): 67 
Conventions with 887 ratifications by 52 different countries. He estimated that actual 
ratifications represented 20 per cent of potential ratifications. 
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agree it may be because they have succeeded in making a deal at the expense of 
the consumers generally and of the labor and capital in backward areas in 
particular. 

One’s judgment regarding the value of the ILO will depend upon what one 
thinks of the two principal aims of the organization. Are they mutually con- 
sistent? If not, which should be preferred? Those two aims, it will be recalled, 
are to improve the living standards of workers in “backward” countries and to 
protect manufacturers (and their employees) in advanced countries from the 
unfair competition of backward countries. Of these two aims, the first is 
clearly the one to be preferred. Did the ILO give precedence to this aim or did 
its generous statements regarding social justice conceal selfish protectionist 
aims of labor and capital in the so-called advanced countries? 

Geographical differences in levels of living are large and persistent. To what 
are they due in the first place and why do they persist? One thing can be said 
at the outset. Low levels of living are not due to the fact that wages and labor 
standards are low, though the two are invariably associated. One is not the 
cause of the other. They are both due to deeper underlying causes. Funda- 
mentally, regional disparities are due to the fact that labor, capital, and natural 
resources are present in different proportions in different parts of the world and 
that cultural endowments are also very different. Their persistence is due to the 
fact that those factors which are capable of moving from place to place, either 
physically in the case of labor and capital, or by imitation, as in the case of cul- 
tural factors, do not move easily. In the language of economics, regional in- 
equalities are due to differences in “the proportionality of factors” and their 
persistence is due to the sluggishness of factoral movements between regions. 

Interregional trade in goods and interregional movements of people both tend 
to lessen interregional inequalities in incomes. International population move- 
ments were a powerful equalizing device in the past but must probably be ruled 
out for the future for sound sociological reasons into which it is not necessary to 
enter in this article. For the future our primary reliance will have to be on the 
interchange of goods and services if we really want to see living standards in 
backward countries raised. 

For readers of this JouRNAL it is not necessary to explain in any detail the way 
in which international trade exerts its equalizing influence. Suffice it to say that 
in the absence of positive governmental interventions a mutually profitable 
exchange will take place in which the backward countries will tend to specialize 
in the production of goods, involving a relatively large use of unskilled labor and 
relatively little use of capital and of skilled labor, while advanced countries will 
tend to specialize in goods involving relatively large use of skilled and semi-skilled 
labor backed by ample capital and relatively little use of unskilled labor. In- 
evitably the marginal productivity of unskilled labor in poor countries will be 
very much less than that of similar labor in advanced countries. The corre- 
sponding differential in wages permits them to undersell their wealthy competitors 
in certain lines and thereby to gain not merely consumer goods in exchange but 
also the capital equipment needed to raise labor productivity generally. To 
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deny to the people in backward countries the right to sell the products of their 
low-paid labor in wealthy countries is to deny them access to the savings and the 
technological skills of the advanced countries and to force them to work them- 
selves out of their poverty by painful self-denial that will prove beyond the capac- 
ities of many of them. 

The theory of international trade points straight to the conclusion that the 
two aims of the ILO cannot both be realized if backward countries are forced by 
outside pressure to impose upon themselves higher standards than they can pres- 
ently afford. The dominant labor groups in the ILO have consistently tried to 
do this very thing, and their efforts have been applauded by large numbers of 
sincere and high-minded individuals in wealthy countries. It is altogether 
admirable that people in comfortable circumstances should be concerned with 
deplorable conditions in distant lands, providing they are willing to think through 
to a remedy that will really help the objects of their pity. Unfcrtunately most 
of those who want ‘to do something about it,” appear unwilling to recognize 
that the low standards they deplore are due, first, to the low ratio of capital and 
managerial talents to unskilled labor, and second to the differences in consump- 
tion habits that cause people in backward countries to respond to increased money 
wages quite differently from those who have been conditioned to the high con- 
sumption pattern of modern capitalism. Hence they fall into the error of think- 
ing that standards can be raised materially by legislation, whereas, in fact, only 
a shortening of the ratio of unskilled labor to the other factors and, what is still 
more difficult to bring about, a change in attitudes in the backward countries 
will permit a people to win to a higher level of living. 

These hard facts explain the failure of the ILO to secure international agree- 
ments affecting wages and hours. The organization had to content itself with 
useful but peripheral issues such as industrial hygiene, the employment of women 
and children, apprenticeship rules, protection of migrant labor, etc. In these 
fields something useful can be accomplished by convincing national governments 
that there are standards so low as to be uneconomical to businessmen themselves. 
International conventions can speed up the adoption of efficiency standards 
between countries, just as national legislation can speed it up within a single 
country. The ILO has doubtless helped some backward countries to avoid the 
errors committed by the older industrial countries at an earlier stage in their 
development. To that extent the backward countries may actually have bene- 
fited from the solicitude of their richer and more experienced industrial neighbors. 
This fortunate outcome is most likely to be true when the advanced countries 
are willing to finance the increased initial costs and when the efforts at standard- 
ization do not go beyond the efficiency minimum. But under these circum- 
stances it is evident that the groups in advanced countries who need protection 
will not be satisfied. Standards which improve the competitive position of in- 
dustries in the backward countries are not likely to be popular with either business 
or labor in advanced countries. 


4 Francis Graham Wilson, Labor in the League System: A Study of the International Labor 
Organization in Relation to International Administration (Stanford University Press, 1934). 
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If people in wealthy countries really wish to help those in poor countries there 
are only three ways of doing so. They can give charity on a large scale; they 
can allow part of the surplus population of the poor countries to settle in their 
midst and compete with them on equal terms for jobs; or they can invest part of 
their surplus funds in backward countries. During the one hundred years be- 

. tween Waterloo and World War I all three methods were used to the great benefit 
of all concerned. The steady and the peaceful progress of the 19th Century was 
due to the great mobility of labor and of capital. This mobility in turn was due 
to two things: the presence of frontier countries which were hungry for both 
people and capital, and lending countries which were prepared to accept payment 
on their investments in goods. After World War I, movements of goods and of 
peoples were drastically curtailed with the result that national economies oper- 
ated jerkily and international relations steadily deteriorated. During the 1930’s 
the nations tried to operate with as little exchange of goods and of people as 
possible. The results were tragic. 

After the present war, differences in levels of living in different parts of the 
world will be greater than ever before. The maintenance of peace will depend 
upon whether the gap between the rich and the poor nations can be narrowed 
without demanding any serious sacrifices from the wealthy nations. The task 
will be difficult because of the unwillingness of the people of the advanced 
countries to admit any considerable numbers from the poor countries. For- 
tunately, population movements are not absolutely essential. Trade can even- 
tually bring about a substantial international equalization of standards if the 
people of the advanced countries are willing to assist their poorer neighbors with 
capital and technical assistance, and if the peoples of the backward countries 
want the products of capitalism enough to get out and work for them. 

Charity can help, particularly in the provision on a demonstration basis of 
improved educational and health services. The governments of advanced 
countries might, for example, make loans at nominal rates of interest for these 
purposes. But charity aloneisnot enough. The profit motive must be appealed 
to, to bring a sufficiently large and sustained movement of capital. The inter- 
governmental loans just referred to would provide the basis for profitable private 
investment. The amount that could be profitably invested and the rate at 
which it could be invested would then depend on how rapidly the consumption 
patterns of the backward peoples changed and on how widely the advanced 
peoples were prepared to open their frontiers to the products of the backward 
countries. 

For people in wealthy countries to express concern for the peoples in backward 
countries and at the same time to exclude the products of their labor from their 
markets reveals either hypocrisy, stupidity, or both. While advocates of the 
protective tariff cannot escape the charge of stupidity, they at least avoided 
the crime of hypocrisy. Their policy was harmful to their neighbors as well as 
to themselves but they made no pretense that their hearts were bleeding for 
their unfortunate fellowmen in distant lands. It is difficult to conceive of any 
policy more likely to add to the confusion and bitterness of a distracted world 
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than the substitution of an international wage-equalization program for the dis- 
credited high protectionist policy of the recent past. If the flow of capital to 
backward countries should result in a rate of industrial development there which 
exceeded the adaptive capacities of the advanced countries, it would be better to 
slow down the rate of change by moderate and stable duties, imposed on goods 
entering the high standard countries,’ than by an undue and premature forcing 
up of labor standards in the backward countries.® 

To sum up: the ILO has provided excellent technical advice on the drafting 
and administering of social legislation. To the extent that this legislation was 
tailored to the needs of the poorer countries the influence was good. On the 
whole the sound common sense of the peoples in these countries saw to it that 
the standards they finally accepted were in line with their requirements. The 
fact that only 20 percent of the maximum possible number of convention ratifica- 
tions was secured supports this conclusion.’ 

Of recent years the influence of the ILO has been increasingly directed to spread- 
ing the doctrine of full employment that has of late become very popular, in the 
United States. The most complete statement of the formula is to be found in 
the declarations, recommendations, and resolutions adopted at the Philadelphia 
meeting of the Conference and reproduced in full in the Official Bulletin (June 1, 
1944). The doctrine is superior to most of the formulations by national planners 
because those who drafted it were acutely aware that they were dealing with an 
international problem. Whether this work of “education” be counted on the-~ 
credit or the debit side of the ILO ledger depends, of course, on what one thinks of 
the validity of the supporting theory and of the realistic quality of the assump- 
tions regarding group behavior. 

Many will feel that the ILO-New Deal prescription calls for a fluidity of labor 
that simply cannot be had under the now dominant concept of collective bargain- 
ing. Recent ILO monographs, it is true, have hinted at the need of greater 
flexibility but they fail to point out the type of wage policy that will be necessary 


5 In the long run, moderate and stable tariffs cannot protect the high cost industries of a 
country. This is due to the fact that internal forces threaten their existence even more 
than external forces. It is their inability to compete with their own low cost and efficient 
industries for labor and for capital that eventually forces them to the wall. A moderate 
tariff or a moderate increase in an old tariff can delay but cannot prevent the final extincticn 
of the high-cost firms providing the tariff is not raised every time the squeeze threatens io 
take effect. 

6 The rdle of labor standards as a substitute for the protective tariff was very frankly 
recognized by Leiser Magnasson, Director of the Washington Branch of the ILO in his 
contribution to the symposium, What the ILO Means to America (see note 2 above) in the 
following passage: “‘[the ILO] has sought to achieve by its own substitute method one of the 
objectives of tariff protection; namely, the exclusion from the markets of goods which have 
been produced under exploitative conditions . . .”’ (p. 37). Note also Dr. Shotwell’s testi- 
mony in the same symposium that Samuel Gompers was won over to the ILO idea when he 
became convinced that ‘‘the standards of the working class throughout the world would be 
maintained so that the labor conditions in the United States, which were his chief concern, 
would not suffer from the competition of labor in less fortunate countries.’’ (p.6) Italics 
supplied. 

7 See note 3 above. 
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if structures are in fact to be kept flexible. Thus, Eugene Staley’s ILO Study, 
World Economic Development: Effects on Advanced Industrial Countries (1944) 
provides an extremely persuasive statement regarding the advantages advanced 
countries can derive from assisting backward countries to develop their resources. 
He shows the pre-eminent importance of keeping industrial structures flexible 
but he stops at the point where he should begin asking embarrassing questions. 

The following declaration adopted at the Philadelphia (1944) meeting of the 
Conference provides striking evidence of the expansion of the Organization’s 
conception of its place in the international order and of its appreciation of the 
need for flexibility in the internal structures of the nations. 


13. The Conference urges that all practicable measures be taken to maintain a high 
and steady level of employment, to minimize fluctuations in business activity, and to as- 
sure a steadily expanding volume of production, more particularly by means of: 

(a) fiscal, monetary and other measures, including useful public works, to sustain the 
volume of demand for goods and services at a high level, while avoiding the dangers of an 
inflationary spiral of prices and wages; in this connection attention should be paid, among 
other measures, to such methods as an adequate income security system, and to properly 
timed public works financed by borrowing in periods of depression, in accordance with the 
Public Works (National Planning) Recommendation, 1937; 

(b) measures to discourage monopolistic practices and to encourage technological prog- 
ress, to maintain a reasonably flexible system of prices and wages, to encourage the transfer 
of workers and productive resources from declining to expanding industries, and to attain 
a high degree of mobility of resources and freedom of access to alternative employments; 

(c) measures to provide adequate incentives to engage in and expand constructive 
economic activity, to encourage private investment and to maintain the rate of invest- 
ment; among the measures which warrant careful consideration in this connection are the 
adjustment of tax systems, removal of artificial barriers limiting access to resources and 
markets, the relaxation of unreasonable restrictions imposed by governmental agencies or 
by business or by labour organizations, and the maintenance of a high and stable demand 
for goods; 

(d) measures to provide adequate opportunity for workers to engage in productive 
activity and to obtain advancement; among the measures which warrant careful considera- 
tion in this connection are the provision of improved and more generally accessible educa- 
tional and training facilities, provision of higher nutritional and health standards, improve- 
ment of public employment services, increased provision against economic insecurity, the 
maintenance of wages at a high level, and the protection, extension, and improvement of collective 
bargaining procedures. (Italics added) 


This is an excellent statement but before taking it at its face value the skeptic 
asks how much importance is to be attached to the phrase ‘“‘a reasonably flexible 
system of prices and wages” in paragraph (b) in comparison with the phrase at 
the end of paragraph (d) regarding ‘‘the maintenance of wages at a high level, 
and the protection, extension, and improvement of collective bargaining pro- 
cedure.” He will want to know whether organized labor will ever willingly 
accept a lowering of wages in a declining industry and whether, if the ILO really 
threw its influence in favor of that type of wage flexibility, its main supporters 
would continue to be interested in the organization. In brief, there is real 
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ground for fear that the admirable program formulated by the ILO, given the 
kind of collective bargaining it approves of, may result in a continuous world- 
wide rise in prices. The proponents of this type of secular inflation apparently 
believe that wage flexibility can be had by holding money wages in declining 
industries constant while the rise in money wages in expanding industries is kept 
within the moderate limits required ‘‘to provide adequate incentives to engage in 
and expand constructive economic activities, to encourage private investment 
and to maintain the rate of investment” (paragraph c). 

The capacity of democratic governments to control inflation over extended 
periods of time has yet to be demonstrated. The task is administratively most 
difficult. Pursued hesitatingly, the attempt can easily discourage more private 
investment than the government is prepared to make good via public works; 
pursued recklessly, it quickly gets out of hand. In a peaceful world, no govern- 
ment can deliberately embark upon this policy unless it is ready to control the 
export of capital. Otherwise investors who mistrust the outcome of the policy 
can and will defeat it by shifting their funds abroad. But even if some demo- 
cratic governments succeeded in walking the tight rope of controlled inflation 
for a time, their ability to delude organized labor into being moderate in the face 
of a steadily rising cost of living is doubtful. Where labor is strong enough to 
prevent a cut in wages in the face of rising unemployment, it seems quite reckless 
to believe that it will be too weak to secure an increase in wages in the face of 
rising living costs. 

For all these reasons the ILO has not yet established its claim to a place in the 
United Nations Organizations. To date, as Francis Graham Wilson cautioned 
in his very sympathetic study, Labor in the League System (1934), the organiza- 
tion appears to have contributed more to the promotion of socialism than of 
peace.* The work of the ILO has been vitiated by the fear of international 
competition. This fear, and not concern for the welfare of peoples in backward 
countries, is what has brought labor and capital in advanced countries together 
and kept them interested in the ILO.® 


8 Loc. cit., Chap. 11. 

® The proposal is now under consideration that the ILO be incorporated into the new 
United Nations structure. Its liquidation might be better, on the ground that it was estab- 
lished on a false premise, i.e. that there is a special labor interest. What is needed is a syn- 
thesis. It is to be hoped that the Economic and Social Council will provide this synthesis. 
On the staff should be able men with strong social sympathies and profound knowledge of 
the problems confronting various special interest groups, but they should be men trained 
to see inter-relationships and obliged by the very set-up of the organization to reach a 
balanced judgment. Such an arrangement would save the UNO from the difficulties into 
which we in the United States have gotten ourselves by setting up separate departments for 
labor, commerce and agriculture. Pressure groups should not be unnecessarily encouraged 


by deliberately providing independent sounding-boards for them within the governmental 
structure. 


THE CHANGING IMPACT OF NATIONAL 
BANKING COSTS, 1921-1943 


JOE 8. FLOYD 
College of William and Mary 


Substantial changes in the sources of earnings and expenses of national banks 
have occurred in recent years. This study measures these changes from 1921 
through 1943 and is confined to their impact rather than their incidence. 

National banking data! were used because of the more extensive information 
available for these banks. While the conclusions reached may not fully apply 
to commercial banking as a whole, the assets of national banks constituted be- 
tween 45 and 55 per cent of total commercial banking assets during the period. 

The period witnessed far-reaching changes in commercial banking practices. 
Beginning with the aftermath of the First World War, commercial banks shared 
in the prosperity of the 1920’s but were hard hit by the depression years of the 
1930’s. Beset by declining earnings and banking failures the commercial bank- 
ing system underwent a series of drastic regulatory changes during the early New 
Deal period which culminated in the Banking Acts of 1933 and 1935. 

Although commercial banks have traditionally received the bulk of their in- 
come from borrowers as interest on loans and investments, the proportionate 
amount contributed by the borrowers as a whole and by the different groups of 
borrowers changed considerably during the period. Income from this source 
exhibited a secular decline in both absolute and relative terms throughout the 
period, the dollar amount drepping from 1,105 million in 1921 to 870 million in 
1943 (Table I), while it fell as a proportion of total operating earnings from 87.6 
per cent in 1921 to 80.2 per cent in 1943. This decline continued throughout 
the period with minor interruptions due to the fluctuations of the business cycle. 

Borrowers are divided into two general groups, loan borrowers and investment 
borrowers. Interest income has been divided between these groups since 1927 
and these data show clearly the declining importance of earnings from loans as 
contrasted with earnings from investments. Reference to Table II will show 
that this relative decline was primarily due to a 46 per cent decline in the volume 
of loans from 1921 to 1943. Table III shows that loans as a percentage of total 
assets fell from 58.6 per cent in 1921 to 15.56 per cent in 1943, while simultane- 
ously investments rose from 19.65 per cent to 56.90 per cent. 

In order to approximate the behavior of interest income from the various types 
of loans, they have been classified as follows: (1) loans commercial in form, in- 
cluding commercial and industrial loans and agricultural loans except those on 
security of farm land; (2) loans non-commercial in form, including those made on 
securities, consumer loans and miscellaneous loans; and (3) real estate loans on 
both urban and farm properties. Available data show only the amount of in- 


1 The basic data upon which this study rests are statements of condition and of earnings, 
expenses and dividends published in the Annual Reports of the Comptroller of the Currency. 
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terest income from all loans, and it is necessary to examine the totals of the 


various loan categories (Table IT) in order to approximate earnings from each of 
these various classes. 


Commercial loans declined from 9025 million dollars and 45.2 per cent of total 
assets in 1921 to 4875 million and 8.27 per cent in 1943. This decline was the 
most marked of any observed among all the types of earning assets. Prominent 


TABLE I 
PRINcIPAL ITEMs OF EARNINGS AND EXxPENSE* OF NATIONAL Banks, 1921-1943 
(Millions of Dollars) 


wean | sme |, | | | | | | | | | 
EA- SECUR- FROM TION INGS EX- SALA- | DEPOS- Ex- ATING Ex- DIVI- 

RNINGS ITIES LOANS | CHARGES PENSES;| RIES ITs PENSES INCOME PENSES | DENDS 

1921 | 1,202 1,106 20 76 | 830 | 203 | 292 | 335 | 396 | 180 | 216 
1922 | 1,067 955 16 96 | 733 | 198 | 294 | 241 | 376 | 194 | 192 
1923 | 1,049 940 15 94 | 737 | 202 | 320 | 215 | 364 | 160 | 203 
1924 | 1,075 966 15 94 | 766 | 210 | 338 | 218 | 343 | 147 | 196 
1925 | 1,124 976 17 225 799 | 218 | 374 | 207 | 365 | 141 | 224 
1926 | 1,192 1,047 18 127 842 | 230 | 388 | 224 | 395 | 145 | 249 


1927 | 1,243 | 273 | 767 17 186 882 | 243 | 398 | 241 | 394 | 142 | 252 
1928 | 1,344 | 311 | 817 17 199 958 | 263 | 452 | 243 | 423 | 153 | 270 
1929 | 1,424 | 320 | 894 19 191 987 | 273 | 454 | 260 | 473 | 171 | 302 
1930 | 1,427 | 299 | 904 18 206 999 | 276 | 458 | 265 | 460 | 214 | 246 
1931 | 1,309 | 320 | 762 15 212 948 | 276 | 440 | 232 | 296 | 344 53 
1932 | 1,090 | 299 | 615 12 164 772 | 239 | 323 | 210 | 361 | 501 | 140% 
1933 882 | 284 | 474 28 96 666 | 205 | 255 | 206 79 | 513 | 218> 
1934 807 | 292 | 388 30 97 557 | 202 | 178 | 177 | 135 | 688 | 304> 
1935 803 | 323 | 347 32 101 553 | 209 | 166 | 178 | 198 | 377 71 
1936 799 | 314 | 343 47 95 552 | 215 | 1389 | 198 | 299 | 314 | 242 
1937 847 | 332 | 357 52 106 578 | 233 | 131 | 214 | 280 | 262 | 287 
1938 851 | 313 | 377 55 106 586 | 245 | 127 | 214 | 162 | 218 | 208 
1939 839 | 304 | 377 58 100 577 | 249 | 118 | 210 | 212 | 249 | 225 
1940 858 | 289 | 400 62 107 588 | 255 | 109 | 224 | 183 | 229 | 226 
1941 885 | 284 | 431 67 103 612 | 266 | 103 | 243 | 188 | 200 | 261 
1941 926 | 292 | 457 71 106 642 | 278 99 | 265 | 187 | 201 | 269 
1942 963 | 354 | 432 76 101 671 | 297 90 | 284 | 122 | 170 | 248 
1943 | 1,062 | 504 | 365 90 103 746 | 315 85 | 346 | 187 | 152 | 350 


* As of June 30, 1921-1941. 1941 is also presented as of Dec. 31, as are 1942 and 1943. 
> Deficit. 


Source: Reports of the Comptroller of the Currency, 1921-1943. 


among the reasons ascribed for this decline have been (1) the growing tendency to- 
ward concentration in American business with the resulting use of the capital 
market for working capital funds;? (2) technological improvements, such as more 
efficient and flexible forms of transportation which have allowed businesses to 


* North Carolina Bankers Association, T’rends in North Carolina Banking, 1927-1937, 
pp. 66-68. Raleigh, N.C.: North Carolina Bankers’ Association. 


THE CHANGING IMPACT OF NATIONAL BANKING COSTS 367 


carry smaller inventories and thus use less working capital ;? (3) increased use of 
mercantile credit by small and medium-sized businesses.* 

Non-commercial loans remained relatively stable in dollar amount with the 
exception of a considerable rise during the securities boom from 1927-1929, but 
fell in relative terms with the growth in total assets. They were 2,699 million 
dollars and 13.1 per cent of total assets in 1921 and 2,169 million and 3.68 per 
cent in 1943. Notwithstanding the consistency in dollar amount, the com- 
ponent parts of this category have shown considerable variation. Security 


TABLE II 
STATEMENTS OF CONDITION OF NATIONAL Banks, 1921-1943* 
(Millions of Dollars) 


COMMER- NON- U.S STATE 
CIAL AND REAL GOVERN- AND OTHER TOTAL 
YEAR CASH INDUS- or ESTATE MENT MUNICI- | INVEST- pad DEPOS- pn ng 
TRIAL LOANS LOANS OBLIGA- PAL MENTS ITs 
LOANS TIONS BONDS 


1921 | 3,477] 9,025 | 2,699 280 | 2,019! 394 | 1,612 | 20,483] 15,148] 2,796 
1922 | 3,971 | 7,969 | 2,907 371 | 2,285 | 414 | 1,863 | 20,642] 16,329] 2,848 
1923 | 3,663 | 8,372 | 2,983 463 | 2,694 | 402 | 1,973 | 21,464] 16,901] 2,876 
1924 | 4,457] 8,338 | 3,105 | 535 | 2,482] 506 | 2,156 | 22,535] 18,357| 2,916 
1925 | 4,792 | 8,376 | 3,661 637 | 2,537 | 595 | 2,599 | 24,264| 19,922] 2,970 
1926 | 4,790 | 8,655 | 4,037 725 | 2,469 | 648 | 2,725 | 25,215] 20,655] 3,089 
1927 | 4,877 | 8,454 | 4,439 | 1,063 | 2,596 | 744 | 3,050 | 26,471] 21,790| 3,239 
1928 | 4,618 | 8,745 | 5,174 | 1,286 | 2,891 | 840 | 3,416 | 28,280] 22,657| 3,571 
1929 | 4,282 | 7,909 | 5,114 | 1,413 | 2,804 | 757 | 3,095 | 27,275] 21,598] 3,674 
1930 | 5,416 | 7,590 | 5,485 | 1,473 | 2,754] 792 | 3,343 | 28,872] 23,267| 3,976 
1931 | 4,996 | 6,788 | 4,538 | 1,585 | 3,256] 997 | 3,421 | 27,474] 22,198| 3,756 
1932 | 3,485 | 5,150 | 3,182 | 1,617 | 3,353 | 1,031 | 2,813 | 22,361] 17,461] 3,279 
1933 | 4,118 | 3,826 | 2,760 | 1,327 | 4,031 | 1,162 | 2,178 | 20,856] 16,774] 2,857 
1934 | 5,697 | 3,666 | 2,594 | 1,331 | 6,004 | 1,212 | 2,133 | 23,900] 19,933] 3,001 
1935 | 6,869 | 3,735 | 2,251 | 1,297 | 7,173 | 1,386 | 2,157 | 26,056] 22,518] 3,087 
1936 | 8,382 | 4,073°| 2,266 | 1,370 | 8,447 | 1,528 | 2,508 | 29,697] 26,200] 3,165 
1937 | 8,378 | 4,928 | 2,299 | 1,507 | 8,219 | 1,452 | 2,452 | 30,329] 26,766] 3,212 
1938 | 9,450 | 4,776 | 1,871 | 1,626 | 7,988 | 1,416 | 2,239 | 30,378] 26,816| 3,274 
1939 | 11,075 | 4,096 | 2,624 | 1,829 | 8,770 | 1,694 | 2,089 | 33,181] 29,469] 3,390 
1940 | 13,877 | 4,523 | 2,653 | 2,003 | 9,111 | 1,928 | 1,866 | 36,885] 33,075] 3,477 
1941 | 14,521 | 5,681 | 3,059 | 2,182 | 11,137 | 2,020 | 1,798 | 41,314] 37,351| 3,598 
1942 | 14,317 | 6,028 | 2,614 | 2,237 | 14,929 | 1,961 | 1,559 | 44,719] 40,659] 3,679 
1943 | 15,227 | 4,875 | 2,169 | 2,129 | 30,190 | 2,026 | 1,340 | 58,972) 54,769| 3,825 


® As of June 30th of each year. 
Source: Reports of the Comptroller of the Currency, 1921-1943. 


loans, which include loans to brokers and other loans for the purpose of carrying 
securities, formed a large part of the classification during the 1920’s but declined 
substantially after 1930 as a result of lower security prices, decreased volume of 
activity in security markets, and tightened margin requirements. Consumer 

3 Moulton, Edwards, Magee, Lewis, Capital Expansion and Economic Stability, pp. 130- 
137, 154-157. Washington, D. C.: The Brookings Institution. 


4 Merwin, C. L., Financing Small Corporations, pp. 65-76. New York: National Bureau 
of Economic Research. 
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loans increased in importance during the 1930’s with the growth of installment 
buying but decreased after 1941 with the regulation of consumer credit by the 
Board of Governors of the Federal Reserve System, and a lower volume of durable 
consumers’ goods. 

Real estate loans showed the greatest increase in the loan classifications. From 
280 million dollars and 1.37 per cent of total assets in 1921, they increased to 
2,129 million and 3.6 per cent in 1943, an increase made possible by the liberali- 
zation of the national banking laws with respect to real estate loans. 

In order to show clearly the relative contribution of each group of borrowers, 
estimates have been made of the proportion of total earnings contributed by each 
group for the years 1921, 1941 and 1943. These estimates were made as follows. 
First, the composition of each loan classification was analyzed and the amount of 
each component part determined. These parts were then averaged over each of 
the years. Estimated yields were deduced from available market averages for 
each different type of loan. The average amount of each type was then mul- 
tiplied by the estimated yield and minor adjustments made to make the estimated 
earnings equal actual earnings.’ The result although subject to a margin of 
error gives an approximation of the source of interest income. 

Contributions of loan borrowers fell from 68.33 per cent of total operating 
earnings in 1921 to 34.21 per cent in 1943 (Table V). The decline in the pro- 
portion of total operating earnings from commercial borrowers from 55.38 per 
cent to 15.85 per cent was the most significant. Contributions of non-commercial 
borrowers fell from 11.61 per cent to 8.57 per cent of operating earnings, while 
those of real estate borrowers rose from 1.34 per cent to 9.79 per cent. Thus the 
relative contribution of business and agricultural borrowers has shown a sharp 
decline while those of non-commercial borrowers have shown a smaller decline. 
Real estate borrowers contributed a much larger share of total earnings at the 
end of the period than at the beginning. 

The absolute and relative decrease in loans has been accompanied by a marked 
increase in the investment portfolio as total assets have risen during the period. 
Investments increased from 4,025 million dollars and 19.65 per cent of total assets 
in 1921 to 32,728 million and 56.8 per cent in 1943. The ratio of investments to 
capital funds has increased from 144 per cent in 1921 to 882 per cent in 1943 
(Table IV). 

To an appreciable extent the expansion of investments has been forced upon 
the banks. While they can exert no direct control over loans and must await 
the needs of borrowers, in the making of investments banks assume the initiative. 
As the loan portfolio declined and total assets increased, banks had the alterna- 
tives of expanding their investments or allowing huge excess reserves to pile up. 
They usually chose the first alternative, with however some time-lag in the 
process. 

Expansion of the United States Government bond account is responsible for 
almost the whole of the increase in investments. Governments increased from 


5 This adjustment was less than 3 per cent of earnings in each of the years estimated. 
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2,019 million dollars and 9.9 per cent of total assets in 1921 to 30,190 million 
and 51.2 per cent in 1943. Most of this expansion took place after 1931 and was 
fostered by the Federal government program of deficit financing while the trend 
was accentuated after 1939 by the huge defense and war expenditures. 

Holdings of state and municipal bonds also increased from 394 million dollars 
and 1.9 per cent of total assets in 1921 to 2,026 million and 3.44 per cent in 1943. 


TABLE III 
PrINcrpaL ASSETS OF NATIONAL BANKS EXPRESSED AS Per Cent or Tora. ASSETS, 
1921-1943* 
(Per cent) 
commer- | __NON- REAL OTHER | TOTAL 
YEAR CASH CIAL ESTATE MENT MUNICI- '- | INVEST- 
LOANS LOANS ANS OBLIGA- PAL MENTS MENTS 


1921 | 16.98 | 45.16 | 13.12 
1922 | 19.23 | 38.60 | 14.08 
1923 | 17.07 | 39.00 | 13.90 
1924 | 19.78 | 37.00 | 13.77 
1925 | 18.10 | 34.52 | 15.08 
1926 | 19.00 | 34.33 | 16.01 
1927 | 18.42 | 31.94 | 16.77 
1928 | 16.32 | 30.92 | 18.08 
1929 | 15.69 | 29.00 | 18.75 
1930 | 18.76 | 26.29 | 19.54 
1931 | 18.18 | 24.71 | 16.51 
1932 | 15.58 | 23.03 | 14.22 
1933 | 19.74 | 18.34 | 13.23 
1934 | 23.84 | 15.34 | 10.85 
1935 | 26.36 | 14.33 8.64 | 4.98 27.95 | 27.53 | 5.31 8.27 | 41.13 | 100. 
1936 | 28.22 | 13.75 7.63 | 4.61 25.96 | 28.44] 5.14 | 8.44 | 42.03 | 100. 
1937 | 27.62 | 16.25 7.58 | 4.96 | 28.80 | 27.10] 4.79 | 8.08 | 39.97] 100. 
1938 | 31.11 | 15.72 6.16 | 5.35 | 27.24 | 26.22) 4.66 | 7.37 | 38.33 | 100. 
1939 | 33.38 | 12.34 7.91 5.51 25.76 | 26.43 | 5.11 6.29 | 37.83 | 100. 
1940 | 37.62 | 12.26 7.19 | 5.43 | 24.89 | 24.70! 5 
1941 | 35.15 | 13.75 8.40 | 5.28 | 26.44 | 26.96] 4. 
1942 | 32.02 | 13.48 5.85 | 5.00 | 24.33 | 33.38] 4.3 
1943 | 25.82 8.27 3.68 | 3.61 15.56 | 51.19 | 3.4 


or 
=) 
— 


® Date as of June 30th of each year. 
Source: Reports of the Comptroller of the Currency, 1921-1941. 


Thus all units of government, Federal, state and local, were obtaining consid- 
erably larger amounts of money from the banks. 

Other investments, largely corporate bonds, remained comparatively stable in 
dollar amount showing a small cyclical rise from 1927-1930. Relatively they 
declined in importance with the large increase in total assets. 

Estimates have been made of the relative contribution of each class of invest- 
ment borrowers in a manner similar to the estimates of loan borrower contribu- 
tions (Table V). Estimated contributions of all investment borrowers rose from 
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19.53 per cent of total operating earnings in 1921 to 32.04 per cent in 1941 and 
46.00 per cent in 1943. The Federal contribution showed the most significant 
increase from 9.53 per cent in 1921 to 20.33 per cent in 1941 and 39.12 per cent 
in 1943 while those of state and local governments increased from 1.45 per cent 
in 1921 to 5.43 per cent in 1941 but declined to 3.87 per cent in 1943 because of 


TABLE IV 
BALANCE SHEET AND EARNINGS* Ratios oF NATIONAL Banks, 1921-1943 
(Per cent) 
wears | | | | | | |INCEARN-| oy | YIELD ON 
CAPITAL CAPITAL ASSETS CAPITAL CAPITAL LOANS MENTS 
| 
1921 573. 429. 144. 78.26 18.45 7.98 42.99 6.90 
1922 555. 395. 160. 76.60 | 17.46 6.84 37.82 6.04 
1923 587. 411. 176. 78.68 17.00 7.11 36.67 5.56 
1924 589. 411. 176. 75.98 15.88 6.76 37.10 5.64 
1925 620. 427. 193. 75.85 14.90 7.61 38.20 5.31 
1926 624. 434. 189. 76.38 14.95 8.22 39.35 5.44 
1927 628. 431. 197. 76.87 14.86 8.54 39.29 5.86 4.27 
1928 623. 423. 200. 78.72 15.72 7.93 39.48 5.41 4.38 
1929 575. 393. 181. 77.33 14.69 8.33 39.32 6.19 4.81 
1930 539. 366. 173. 74.25 17.09 6.44 37.32 6.21 4.34 
1931 548. 344. 204. 74.93 16.92 1.36 33.85 5.90 4.17 
1932 523. 303. 219. 76.68 18.77 4.63° | 36.12 6.18 4.15 
1933 535. 277. 258. 73.29 17.02 7.12¢ | 29.24 6.00 3.85 
1934 564. 253. 312. 70.88 15.06 | 10.36° | 27.54 §.11 3.12 
1935 583. 236. 347. 69.08 14.06 2.34 26.38 4.76 3.09 
1936 638. 244, 394. 68.00 12.08 7.74 25.21 4.45 2.52 
1937 649. 272. 377. 68.77 12.00 8.99 26.57 4.08 2.74 
1938 608. 253. 356. 65.57 12.21 6.43 26.23 4.56 2.69 
_ 1939 622. 252. 370. 63.60 11.50 6.75 25.18 4.41 2.42 
1940 635. 264. 371. 59.87 10.51 6.57 25.79 4.36 2.24 
1941 719. 304. 416. 62.63 9.63 7.38 25.04 3.95 1.90 
1941» 7.37 25.38 4.04 1.89 
19425 | 826. 296. 507. 67.98 9.05 6.50 25.7 3.94 1.63 
19435 | 1,144. 240. 882. 74.18 6.98 8.84 26.82 3.60 1.55 


® Ratios are computed as of June 30 from 1921-1941. For 1941, 1942 and 1943 they are 
computed as of Dec. 31. 

» As of Dee. 31. 

© Deficit. 

Source: Reports of the Comptroller of the Currency, 1921-1943. 


the larger increase in the Federal contribution. Contributions of corporate 
borrowers fell from 8.55 per cent in 1921 to 6.28 per cent in 1941 and 3.01 per cent 
in 1948. Thus, the relative contribution of the Federal government to the earn- 
ings of the banks has increased tremendously over the period, that of state and 
local governments has increased substantially, while the relative contribution 
from other investment sources has declined. Quite obviously governmental 
units are bearing a larger share of the costs of the banking system. 
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Banks receive earnings from sources other than interest on loans and invest- 
ments, the most important of these being charges levied on depositors and other 
customers for services rendered. Service charges on depositors constituted an 
important source of earnings in the 1930’s and banks derived considerable earn- 
ings from exchange and collection charges throughout the period. The first 
comprehensive survey of service-charge practices® revealed that in 1933 only 12 
out of 186 clearinghouse associations surveyed had no service-charge systems 


TABLE V 


Receipts AND DISBURSEMENTS OF NATIONAL BANKS AS PERCENTAGES OF OPERATING 
EARNINGS, 1921, 1941, 1943 


ITEM 1921 1941 1943 
Receipts: 
From Borrowers 
Non Commercial..................-- 11.61 13.10 8.57 
Corporate and Other................ 8.55 6.28 3.01 
Peon: 1.80 7.54 8.48 
Disbursements 
Te 7.27 8.06 12.39 
Net to Stockholders................... 30.95 30.89 330.01 
(Net Profit from Operation) 


Source of Basic Data: Reports of the Comptroller of the Currency, 1921-1943. 


although 115 of these used a flat charge against accounts with an average balance 
below a stated minimum. Since that date, service-charge plans have been ex- 
tended and elaborated with the result that by 19387 97 per cent of the reporting 
banks employed service charges and 69 per cent of these utilized measured plans 


6 Hoffman, D. E. and Miller, M. C., Origin and Development of Charges for Banking 
Services, p. 26. New York: American Bankers’ Association. 

7 Service Charge Survey, 1938, pp. 2-6. New York: Bank Management Commission, of 
American Bankers’ Association. 
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which gauged the charge to the activity of the individual account, and thus 
increased the revenue therefrom. As a result, the depositor’s contribution 
through service charges increased from 14 million dollars in 1933 to 54 million in 
1943 and from 1.6 per cent of total operating earnings to 5.1 per cent. The 
increase during these years was uninterrupted, each year witnessing an absolute 
and relative growth. 

Depositors have contributed practically all exchange and collection charges 
paid to banks. Earnings from this source are available throughout the period 
and have increased from 20 million dollars and 1.8 per cent of total earnings in 
1921 to 34 million and 3.4 per cent in 1943.8 

Not only have depositors contributed larger relative and absolute amounts to 
the banks through service, exchange and collection charges, but the amount of 
funds which they have received as interest on their deposits has declined sharply 
during the latter part of the period. Interest paid to depositors amounted to 291 
million dollars and 35.12 per cent of total operating expenses in 1921. It rep- 
resented an average return of 1.81 per cent on all deposits. In 1930, this item 
had increased to 458 million dollars and comprised 45.83 per cent of total operat- 
ing expense, an average return of 2.04 per cent on all deposits. By 1943, interest 
paid depositors amounted to but 85 million dollars and 11.4 per cent of total 
operating expense and represented an average return of .29 per cent to all de- 
positors. In 1930, demand depositors received 129 million dollars as interest, an 
average return of 1.26 per cent. In 1943 the demand depositors received no 
interest payments on their deposits. In 1930, time depositors received as in- 
terest payments 287 million dollars, an average return of 3.36 per cent but by 
1943 they received only 85 million dollars, an average return of but .9 per cent. 

Many factors were responsible for this severe reduction in interest payments. 
First were the declining yields on the loans and investments of national banks 
which compelled them to reduce their interest payments. The gross yield on 
loans fell from 6.21 per cent in 1930 to 4.76 per cent in 1935 while the gross yield 
on investments fell from 4.34 per cent to 3.09 per cent during the same time period. 
As a result of these and other factors the banks showed net losses of 4.63 per cent 
of capital funds in 1932, 7.12 per cent in 1933 and 10.36 per cent in 1934. In 
order to bring rates on interest paid to depositors in line with the banks ability 
to pay, the Banking Act of 1933 prohibited the payment of interest upon demand 
deposits and gave the Board of Governors of the Federal Reserve System power 
to prescribe the maximum rates of interest that member banks could pay on time 
deposits. In line with the aforementioned declining interest rates on invest- 
ments, this maximum has been steadily reduced and many banks have reduced 
their rates below the maximum. 

Thus over the period the depositors have increased their relative contribution 
to bank earnings from 1.8 per cent of total operating earnings in 1921 to 7.54 
per cent in 1941 and 8.48 per cent in 1943 (Table V). Simultaneously the relative 
share of disbursements to depositors (also expressed as a percentage of total 


8 For convenience, the service-charge earnings are combined with those from exchange 
and collection charges by Table I. 
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operating earnings) has declined from 24.28 per cent in 1921 to 11.81 per cent in 
1941 and 7.97 per cent in 1943. As a result the net position of all depositors 
which was an income amounting to 22.48 per cent of bank operating earnings in 
1921 fell to 4.04 per cent in 1941 and changed to a net contribution of .51 per 
cent in 1943. It is therefore apparent that the greatest single shift in impact has 
been borne by the depositors. 
Conceivably, also bank employees may have been affected by the changing 
amounts and distribution of bank income and expense. Employees of national 
banks received in salaries and wages 203 million dollars in 1921 which was 24.43 
per cent of operating expenses. By 1943, they received 315 million dollars 
which was 42.2 per cent of operating expenses. Expressed as a percentage of 
operating earnings, wages rose from 16.86 per cent in 1921 to 29.64 per cent in 
1943. Since 1934 this has been the largest single item of expense. The absolute 
and relative increase in employees’ salaries during the period suggests the view 
that these parties were not disproportionately affected by the tide of income. 
Many national banks derive earnings from the operation of trust departments. 
As available data do not segregate the operating costs of these departments, 
earnings from this source must be employed as a measure of their contribution. 
These earnings rose from 5 million dollars and .47 per cent of operating earnings 
in 1924 (the first year they were reported separately) to 33 million dollars and 3.2 
per cent in 1943.° If these earnings exceeded the operating costs of the depart- 
ments they represent an increase in the share of banking costs borne by the 
creators and beneficiaries of trusts. 
The net result of changes in earnings and expenses is ultimately felt by the 
stockholder through an increase or decrease in net profits. Other than the 
aforementioned factors which directly or indirectly affected the stockholder, 
there have been others, favorable and unfavorable, which have had their effect 
on net profits. The most significant favorable factor was the increase in the total 
amount of banking assets from 20,043 million dollars in 1921 to 36,885 million 
in 1940 and 58,972 million in 1943, a net increase over the period of 187 per cent. 
Meanwhile, the ratio of earning assets to capital funds rose from 573 per cent in 
1921 to 653 per cent in 1940 and 1144 per cent in 1943 (Table IV). This develop- 
ment to a considerable extent counter-balanced the declining interest rates on 
earning assets but a comparison of the yields on earning assets with the growth 
in earning assets (Table IV) reveals that the yields dropped before the years of 
greatest asset growth. With the growth in earning assets came a related decline 
in operating expenses proportionate to deposits. Since an appreciable part of 
the asset growth came from inflationary factors rather than from a growth in 
business activity, it was unaccompanied by a proportionate increase in operating 
expenses. Operating expenses per $100 of deposits fell from $5.45 in 1921, to 
$4.27 in 1931, $1.77 in 1940 and $1.27 in 1943. There may have been a relative 
decrease in the activity of the deposit accounts but it is certain that there has 


® Earnings from the trust department are combined with all other earnings by Table I. 
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been a large absolute increase in the volume of items handled by the banks.’° 
Total operating expenses showed an absolute decrease from 830 million dollars 
in 1921, to 746 million in 1943. This decline has been made possible by the 
increased use of improved methods and machinery in banking operations." 

Prominent among the factors making for a reduction of profits was the de- 
clining interest rates on earning assets. Gross yields on loans fell from 6.21 per 
cent in 1930 to 3.6 per cent in 1943 while gross yields on investments simul- 
taneously fell from 4.34 per cent to 1.55 per cent (Table IV). The reduced in- 
terest income after 1931 was to a considerable extent a result of these factors. 

Stockholders also felt the increase in tax rates during the latter part of the 
1930’s. Tax expense fell from 87 million dollars and 10.5 per cent of total operat- 
ing expenses in 1921 to 41 million and 6.2 per cent in 1933 but subsequently rose 
to 59 million and 9.2 per cent in 1940 and 131 million and 17.6 per cent in 1943. 
The sharp rise after 1940 was due to the higher rates of the Federal Corporate 
Income Tax coupled with higher profits of the banks. The impact of taxation 
on the stockholders is apparent. 

From 1932 through 1940 the banks held larger proportions of their total assets 
as cash and cash balances, thus decreasing the relative amount of their earning 
assets. The ratio of earning assets to total assets dropped from 76.18 per cent in 
1932 to 59.8 per cent in 1940 but by 1943 rose to 74.18 per cent under the impact 
of defense and war financing. The major proportion of bank assets which must 
be kept as primary reserves is subject to government regulation. For the first 
fifteen years of the period, there was no change in reserve requirements against 
demand deposits of 13 per cent for central reserve city banks, 10 per cent for 
reserve city banks, and 7 per cent for country banks and 3 per cent against time 
deposits for all banks. These requirements had been established under legisla- 
tive enactment on June 21,1917. Under the Banking Act of 1935, the Board of 
Governors of the Federal Reserve System was given the power to raise reserve 
requirements of member banks by 100 per cent. On July 14, 1936 the Board of 
Governors in their first exercise of discretionary power raised reserve require- 
ments by 50 per cent and on January 31, 1937 again increased the reserve re- 
quirements by 333 per cent to the full amount permitted by law. 

The primary reserves held by the national banks since 1935 have usually been 
in excess of the legal reserve requirements and earnings have been lower than they 
would have been if these funds had been employed as earning assets. The threat 
of war abroad caused a flight of capital to this country which resulted in an in- 
crease in primary reserves. These the banks naturally hesitated to employ in 
long-term commitments because of their volatility. The continued low level of 
business activity from 1935 to 1939 limited the use of bank credit and the many 
bank failures in the early 1930’s left some of the remaining bankers psychologic- 


10 Although there are no data showing the volume of checks handled by national banks, 
available data showing the volume of checks handled by member banks of the Federal 
Reserve System during the same period support this conclusion. 

11 See J. H. Kennedy, Cost Accounting and Its Practical Application to Banking (Phila- 
delphia: privately mimeographed) for a fuller discussion of this point. 
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ally “shell-shocked.” Hence they continued to carry large primary reserves as & 
precaution against the recurrence of unusual demands by depositors. Tre- 
mendous increases in the deposit liabilities without corresponding increases in 
capital funds also called for a greater proportion of primary reserves. As 
shown by Table IV, capital funds were only 6.98 per cent of total deposits in 
1943 while in 1921 they were 18.45 per cent. The small buffer of capital funds 
in proportion to.deposits would allow a small percentage loss in the value of 
assets to wipe out the owners’ equity and render the bank insolvent. Large 
primary reserves partially protect the bank from this hazard. After 1939 as a 
result of the larger volume of business activity and the accentuated program of 
Federal deficit financing which resulted from defense and wartime activities, 
banks employed a greater percentage of their total assets with consequent im- 
provement in earnings. 

From the viewpoint of profits, the shift from loans to investments was more 
important than the asset totals indicate because of the relatively higher yield on 
loans. Table IV shows the gross yield on loans and investments since 1927. 
Yields on investments were, in absolute terms, between 1.03 per cent and 2.31 
per cent lower than those on loans. From 1927 to 1941 when all losses, recoveries 
and profits are included, the annual absolute yield on the aggregate amount of 
loans was 4.27 per cent while that on investments was 3.03 per cent. Thus, 
relatively, the yield from loans was 40.92 per cent greater than that on invest- 
ments. The declining relative volume of loans appreciably reduced net profits. 

As a result of these factors, the relative share of total operating earnings which 
accrued to the stockholders (after payment of total operating expenses) was 30.95 
per cent in 1921, 30.89 per cent in 1941, and 33.01 per cent in 1943. Amounts 
available for dividends (after payment of all expenses) were 7.98 per cent of 
capital funds in 1921, 7.38 per cent in 1941, and 8.84 per cent in 1943, averaging 
7.31 per cent from 1921-1923, 6.58 per cent from 1938-1940, and 7.57 per cent 
from 1941-1943. Over the period shareholders suffered losses of about three 
quarters of a billion dollars (capital funds were 3.8 billion in 1943) from bank 
failures, losses which would reduce substantially the net earnings on banking 
capital. 

In summary, all borrowers, investment and loan, contributed 87 per cent of 
operating earnings in 1921 and 80 per cent in 1943. Commercial borrowers 
contributed over one-half of operating earnings in 1921 but less than one-sixth in 
1943. Contributions of Federal, state and local governments were four times 
greater in 1943 than in 1921. Depositors had their net receipts from banks cut 
from 23 per cent of operating earnings in 1921 to a net contribution of .51 per 
cent of operating earnings (service and collection charges exceeded interest 
payments) in 1943. Shareholders suffered heavy losses through bank failures 
and their percentage return declined during the latter part of the period but 
rallied with the advent of war. These data while subject to a margin of error in 
certain instances due to limitations of original source material, nevertheless 
approximate the changing impact on the several parties. 
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TEACHING OF ECONOMICS: A NEW APPROACH 
K. WILLIAM KAPP 


Columbia University 


The present paper is designed to advance a number of tentative suggestions 
for a new approach to the teaching of economics. After a brief analysis of the 
limitations of present methods of instruction, the main part of the article is 
intended to show how some of these limitations may be overcome by starting 
the study of economics from the broad foundation of a contemporary-civilization 
course followed by extensive work in economic history and the evolution of 
economic thought. 


I 


Traditionally, the point of departure for the average undergraduate majoring 
in economics has been a course in economic principles which for all practical 
purposes meant an introduction into the theory of value and distribution. This 
elementary theory course has become the standard prerequisite for all subsequent 
work with the result that all students, even those who do not intend to specialize 
in economics, are compelled to absorb first a highly abstract and technical 
analysis of price and value. This approach to the study of economics, which 
reflects the conviction that value theory is at the same time the key and the 
framework for the analysis of economic problems, is based upon the implicit 
assumption that it provides the student with the tools of analysis necessary for 
the treatment of the practical problems covered in the specialized courses to be 
taken later on. 

There seem to be two major objections to this approach to the study of 
economics by way of the theory of value and distribution. First, modern 
economic theory proceeds at such a level of abstraction and, moreover, deals 
with such complicated problems that the average student usually finds it quite 
impossible to grasp their full significance. To this point which has been raised 
recently by J. R. Hicks' I shall return presently. The second objection to the 
traditional approach to the study of economics is more fundamental in character. 
It is related to the often commented upon tension between equilibrium theory 
and economic practice which today seems to be greater than ever before. Under 
the influence of depressions, pressure groups and war, the relative unity which 
seemed to exist between traditional economic theory and the economic reality 
of laissez-faire during the 19th century has more and more disappeared. Whereas 
economic theory has remained fundamentally a study of supply and demand 
which are presented as more or less self-regulating forces tending toward equili- 
brium, economic life has been made more and more subject to deliberate action 
of monopolists and government planners. As a result, the student who starts 


1J. R. Hicks, The Social Framework, An Introduction to Economics. Oxford, At the 
Clarendon Press, 1942, p. v. 
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his studies with the theory of value and price soon discovers what appears to 
him an unbridgeable gap between economic theory and economic policies which 
generates not only confusion but even opposition to economic theory as such. 

What is perhaps more important, writers of textbooks for, and instructors of, 
the so-called applied courses in the economics curriculum have found it more and 
more difficult to co-ordinate their specialized inquiries with the preceding theory 
courses. Thus, instruction in the “applied” fields of economics dealing with 
practical problems has come to be devoted increasingly to a discussion of business 
techniques and public policies without much attention to value theory. No won- 
der, therefore, that students, particularly those who do not specialize in economics 
find it difficult and often impossible to discover the alleged systematic connection 
between the various studies pursued under the general title of ‘economics.’ 
It has even been suggested that what the student accepts as economics is a series 
of courses consisting of “overlapping, unrelated inquiries in which economic 
principles play an unimportant réle.’”? This state of affairs has been commented 
upon critically on various occasions in the past. At the 1939 Round Table 
Conference of the American Economic Association which was devoted to the 


question of teaching economics, Professor W. W. Hewett summarized the views 
of earlier critics and remarked: 


After completing his first course in principles, the average undergraduate majoring in 
ecoromics leaves a field of inquiry that he never comes in contact with again in any pene- 
trating form up to the day he graduates. In some institutions, and for some students, 
senior work in economic theory and the history of economic thought may bring him back 
once more to his half-forgotten freshman or sophomore year, but more often he must enter 
the graduate school for a re-introduction to economic science. He never quite discovers 
an integration of his work in theory with that of specialized fields. The usual course 


offerings seem to be the unhappy illegitimate offspring of a casual union of economic science 
with business technique.* 


The question is how to account for these developments. Is modern economic 
theory incapable of acting as a unifying agent for the specialized inquiries? Or 
has the specialist who concerns himself more and more with practical problems 
merely given in to the demand for technical training in his field of specialization? 
There are strong reasons to believe that it is the inadequacy of economic theory 
which accounts for the present dilemma. Ever since its inception as a separate 
discipline systematic economic theory has been preoccupied with “a search for 
levels of equilibrium rather than an unfettered study of economic processes. Its 
study of processes hardly dares press beyond those... that can be shown to 
tend toward equilibrium or those aspects of broader processes which can be 
treated in terms of an equilibrium of the exchange-value sort.’* Prima facie, 


2 See W. W. Hewett, “‘The Use of Economic Principles in the Teaching of Applied Sub- 
jects,’’ American Economic Review, vol. XXX, No. 2 (Part I), June 1940, p. 334. 
3 Ibid. pp. 334, 335. 


4J.M. Clark, ‘‘Economics and Psychology,’’ in Preface to Social Economics. New York, 
Farrar and Rinehart, 1936, p. 93. 
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it would seem that the study of equilibrium includes the study of disequilibrium. 
However, if the study of equilibrium assumes the character of a search for levels 
of equilibrium “‘of the exchange-value sort”’, a critical and impartial analysis of 
the economic process as a whole becomes largely impossible. In fact, under 
these circumstances, any analysis of the broader aspects of economic life which 
cannot easily be expressed in terms of exchange values, and above all the study 
of disequilibrating factors, appear to lie outside the scope of economic science. 
In any event, the transition from equilibrium economics to the analysis of dis- 
equilibrium in modern economic life has so far proved to be extremely difficult.® 
There is at present hardly any sector of economic life in which economic decisions 
are left to the free interaction of the unregulated forces of supply and demand. 
The specialist who concerns himself more and more with problems of practical 
policy looks in vain to the traditional theory of value and distribution as a body 
of doctrine providing a realistic and constructive interpretation of what is hap- 
pening. In separating his special studies from value and distribution theory, 
the specialist draws merely the inevitable conclusion from the fact that many of 
the theoretical deductions of modern economics fail to throw sufficient light 
upon the particular subject matter of his course. Aware of, and perhaps dis- 
satisfied with the limitations of value theory, the specialist is inclined to consider 
the existence of an introductory principles course as sufficient reason not to 
devote too much time to economic theory in the treatment of practical problems. 

A final reason why the use of the elementary theory course as a first step in 
the study of economics fails to yield the best results is to be found in the fact 
that in order to be successful, value theory, or at least the search for levels of 
equilibrium in terms of exchange values, has to proceed at such a level of ab- 
straction that many of the theoretical conclusions reached in this way have at 
best only a limited and indirect significance for the interpretation of the economic 
process and especially of economic policy. Under these circumstances it is 
perhaps not surprising that the introductory theory course, while providing a 
series of elegant solutions of interesting problems of value and distribution, has 
become an exercise in logic which fails, however, to realize its two most important 
objectives as an introductory course: to act as an effective unifying agent for the 
specialized inquiries and to arouse the student’s curiosity to penetrate further 
into the theoretical understanding of the process of production and distribution. 
It is this deplorable situation of value theory which more than any other single 
factor must be held responsible for the unsatisfactory state of affairs in the 
teaching of economics. 

II 


What steps can be taken in order to overcome the limitations of present 
methods of teaching economics? Fundamentally, in the light of the foregoing 
analysis, it would appear that any improvement of the teaching of economics 
depends upon the elaboration of a new and comprehensive theory of political or 


5 How difficult this transition is for a generation of economists vrought up in the tradi- 
tion of the search for levels of equilibrium is perhaps best illustrated by the resistance in 
some quarters, to ‘‘ Keynesian economics” which, admits the possibility of persistent mal- 
adjustments between production and consumption in the unplanned market economy. 
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social economy. Instead of confining itself to a search for levels of equilibrium 
in terms of exchange values, economic theory will have to deal finally with the 
nature and causes of the wealth of nations. This would require above all a 
broadening of such basic concepts as wealth and production as well as a realistic 
study of the forces making for disequilibrium in present-day economic life. 
Economic practice and economic science are well on their way toward the elabora- 
tion of such a broader and more comprehensive system of economic thinking, 
but it can hardly be expected that the reformulation of an established system of 
knowledge can be achieved within a few years. Although the final formulation 
of the new system of political economy is likely to be the work of one mind in 
much the same way in which Adam Smith formulated the classical system of 
economic thought, the gradual elaboration of a new way of thinking about 
economic life requires the collaboration of many minds and, of necessity, this 
is a slow process. 

This does not mean, however, that we have to await the elaboration of a new 
system of political economy before the present limitations in the teaching of 
economics can be overcome. Quite the contrary, the teaching of economics 
could be considerably improved by a reorganization of the economics curriculum 
with a view to impressing upon the student from the very outset the intrinsic 
integration of the social sciences both as far as their intellectual roots and their 
present subject matter are concerned. This implies above all the adaptation of 
the historical approach to the teaching of economics. Instead of starting with 
a general principles course which, no matter how elementary, deals with the 
economic problem in its most abstract form, the first step in the teaching of 
economics ought to be to demonstrate to the student the basic interrelationship 
between the economic and the so-called non-economic as well as the fact that 
economic institutions and problems can be fully understood only if they are 
seen as parts of the civilization in which they occur. This means that the 
student must be made to understand economic institutions and doctrines 
in the light of the problems and ideals of Western civilization. What is needed 
is not merely a combination of the conventional offerings in economics, govern- 
ment, history, and philosophy but rather a synthesis of these disciplines to serve 
as a broad foundation for the specialized inquiries that are to follow. This 
broad cultural synthesis can be achieved only by a course which, with the aid 
of the tools of analysis developed by economics, history, political science, cultural 
anthropology and perhaps sociology, succeeds in giving the student an under- 
standing of the mutual interdependence among the various aspects of life that 
have become the subject matter of the different social sciences. Such a broad 
survey course would serve not only as an excellent introduction into the subse- 
quent specialized work in economics, and, indeed, into that of any of the other 
disciplines of the social sciences, but it would at the same time help solve the 
most difficult task of a university: to combine a balanced general education with 
specialized training in some particular department of study.® 


6 See John Macmurray, ‘Functions of a University,’’ Public Affairs vol. VIII, No. 2, 
p. 83 (published by Institute of Public Affairs, Dalhousie University, Halifax, Nova Scotia 
1945). 
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As far as the teaching of economics is concerned a contemporary-civilization 
course is likely to produce the best results if it acquaints the student, in the light 
of original and contemporary source material, with a number of topics of which 
the following may serve as illustrations: medieval economic society and the 
beginning of modern capitalism; the doctrine and program of mercantilism; 
criticism of mercantilism; the doctrine and program of economic liberalism; the 
Industrial Revolution; criticism of economic liberalism; protectionism and the 
growth of state intervention. To repeat, this enumeration must be understood 
as indicative only, of the possible range of topics which might be covered by the 
contemporary-civilization course; it does not imply that a special “economic” 
section of the course should be devoted to a survey of the development of eco- 
nomic institutions and doctrines. On the contrary, the source material as well 
as the class discussion covering the growth of economic institutions and thought 
must be fully integrated into the rest of the contemporary-civilization course 
which is an introduction not only into Western economic institutions and ideas, 
but into Western civilization as a whole.” 

After the general survey of the growth of modern economic institutions and 
doctrines, it would be the further function of the contemporary-civilization 
course to make the student familiar with the general structure and operation 
of the American economy. This could be achieved best by a partly descriptive- 
quantitative and partly analytical study of the productive process as a whole. 
That is to say, after a descriptive and quantitative study of production, con- 
sumption, investment and the factors of production, an attempt should be made 
to analyze the performance and over-all efficiency of the economy in terms of 
national income.’ The use of the national-income concept instead of value 
theory as the central and organizing principle for the analysis of the economic 
process has considerable advantages which are due to the fact that the student 
is accustomed, at an early date to view the economic process as a whole, or, as 
J. R. Hicks puts it, in terms of “social accounting.” 


7 It is impossible within the scope of the present article to outline the methods and 
contents of the contemporary-civilization course in greater detail. The general principle 
of such a course as an integral part of college education has found increasing recognition 
and acceptance after it was first introduced at Columbia College almost 27 years ago. For 
the most recent discussion of the general nature and contents of the Columbia Contempo- 
rary-Civilization course, see L. M. Hacker, ‘‘The Contemporary-Civilization Course at 
Columbia College,’’ American Economic Review vol. XXXV, 1945, No. 2, pp. 137-147; see 
also Jacques Barzun, Teacher in America, (Boston: Little, Brown and Company, 1945,) 
ch. 12. For an earlier discussion of the same subject see Horace Taylor, “‘Seventeen Years 
of the Contemporary Civilization Course at Columbia,’’ Proceedings of the Middle States 
Association of History and Social Science Teachers, No. 34, 1936, pp. 78-85. 

8 This partly descriptive-quantitative and partly analytical approach to the study of the 
economic process was used with considerable success by the National Resources Com- 
mittee in its volume The Structure of the American Economy, (Washington, G.P.O., 1939). 
More recently J. R. Hicks (op. cit.) has made it the basis of a more systematic introduction 
to economics without using the traditional theory of value and distribution approach. 
See also in this connection J. R. Hicks and A. G. Hart, The Social Framework of the American 
Economy, New York, Oxford University Press, 1945. 


| 


TEACHING OF ECONOMICS: A NEW APPROACH 381 


The next question then is what should be the second step in the teaching of 
economics after the contemporary-civilization course has made the student 
familiar with the growth of modern economic society and its operation and 
performance in terms of national income. Should the course be followed by 
the traditional theory course or is it more fruitful to continue with the historical 
approach to the teaching of economics by a systematic study of economic history 
and the evolution of economic thought. Here again, it seems that the historical 
approach is likely to be more successful primarily because of pedagogical reasons. 
The theory course will yield the best results if it is taken after the student has 
acquired first a thorough knowledge of economic history and after he has become 
familiar with the way in which changing economic conditions have given rise to 
new methods of thinking and the formulation of new principles. This means 
that the contemporary-civilization course ought to be either co-ordinated with, 
or followed by extensive work in economic history and the evolution of economic 
thought. 

With a broad introduction into contemporary civilization and a systematic 
study of economic history and the evolution of economic thought, the average 
student ought to be adequately prepared to take up the study of any of the 
special-problem courses that make up the traditional economics curriculum. If, 
however, the instructor in some of these specialized courses feels that his students 
are still in need of a clarification of certain essential concepts and tools of analysis, 
it will not take much time to provide such a clarification either by way of a brief 
introduction to the course or whenever the need for it arises. Should such an 
ad-hoc clarification of essential concepts and tools of analysis be considered a 
shortcoming of the suggested reorganization of the economics curriculum, it 
should be evaluated in the light of the advantages likely to be derived from the 
adaptation of the historical approach to the teaching of economics. 

Which particular problem areas ought to be selected for special study at the 
college level is a question which it is neither possible nor necessary to answer in 
general terms. Whether it is necessary, for instance, to offer a general course in 
war economics or, for that matter, in “‘post-war economics” depends largely 
upon how adequately the economic impact of war is being dealt with in other 
courses such as those dealing with public finance, money and banking, labor, 
international economic relations, etc. In any event, the main purpose of each 
of the special courses ought to be not only to convey to the student a certain 
amount of technical knowledge but to make him understand the bearing which 
the special topic has for the analysis of the operation of the economic process as 
a whole. 

It is after the student has taken these specialized courses that he ought to be 
introduced into systematic economic theory with a view to giving him at the 
college level a final unification of his knowledge. The purpose of such a theory 
course would be not merely to present the results of the student’s previous work 
in economics in the most general form but to acquaint him with the nature and 
significance of theoretical knowledge as such. Such an introduction into the 
logic of method in the social sciences, which thus far has been largely neglected 


= 
BES. 

= 
2 
Wale 
be 


382 K. WILLIAM KAPP 


in the teaching of economics, would have the result of freeing the student, from 
the very outset, from harmful misconceptions regarding the relationship between 
theory and practice and would, at the same time, open the way for his more 
advanced work in economics at the graduate level. 

The foregoing suggestions for a new approach to the teaching of economics 
may now be summarized briefly: Instead of beginning the study of economics 
with the unnecessarily complex and abstract theory of value and distribution 
the first step in the teaching of economics ought to consist in a general intro- 
duction into contemporary civilization. As far as the student of economics is 
concerned, this contemporary-civilization course must aim at emphasizing the 
mutual interdependence of the “economic” and the “non-economic” by using a 
definitely historical approach and by employing the tools of analysis developed 
by economics, history, political science and cultural anthropology. The second 
step in the teaching of economics which could easily be co-ordinated with the 
contemporary-civilization course ought to be systematic work in economic 
history and the evolution of economic thought. With the habits of work and 
methods of analysis developed in the contemporary-civilization course and the 
subsequent historical courses, the student can be expected to be adequately 
prepared for the study of such subjects as public finance, labor problems, inter- 
national economic relations to mention only a few of the more important topics 
in this connection. The last step in the study of economics at the college level 
would then be a final theory course designed to present the results of previous 
economic analysis in the most general (theoretical) form together with an 
introduction into the logic of method in the social sciences. 

In conclusion, may I indicate briefly what I consider to be the most impor- 
tant advantages of this approach to the teaching of economics: 

1) By approaching the study of economics historically, that is by viewing 
economic problems as parts of a dynamic process of change, the student is 
made to see economic phenomena as integral parts of socio-economic reality. 

2) Instead of beginning his studies at a relatively abstract level, the student 
proceeds gradually to the final theory course which thus becomes a truly unifying 
agent for the knowledge acquired in the preceding years. 

3) Both the specialized courses and the final theory course are likely to become 
more meaningful for the student because they can be based upon a wealth of 
concrete problems and illustrations drawn from the preceding work in the 
contemporary-civilization course and the subsequent historical studies. As a 
result, it is reasonable to expect that the teaching of economics will arouse make 
than hitherto the student’s interest and curiosity® a result which is bound to more 


® It is hardly necessary to stress the importance of this point. Iam far from suggesting 
that the student’s desire to learn and his natural curiosity should be stimulated by permit- 
ting him to determine the content of education. However, it will be readily agreed that 
educational procedures and curricula which do not stimulate the average student’s interest 
or even tend to discourage his curiosity about the subject under discussion miss one of their 
greatest opportunities. This has always been true but it will become of special importance 
in the post-war period when colleges are expected to provide additional education for 
thousands of returning soldiers. The response of these veterans to the traditional offering 
of courses in economics starting with the usual principles course is likely to prove a dis- 
appointing experience for both students and teacher. 
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possible a more advanced level of instruction and a more rapid rate of progress in 
each of the specialized courses. 

4) By starting the study of economics from the broad basis of a contemporary- 
civilization course students in economics will obtain a balanced education com- 
bining a background of general culture with specialized knowledge without 
running the danger of becoming narrow specialists. 

5) Finally, students not specializing in economics would find it possible to 
acquire a good foundation of economic knowledge in both the historical courses 
and the specialized courses without having to go through the highly abstract 
and unduly technical prerequisite course in economic principles. 
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The Bogey of Economic Maturity. By George Terborgh. Chicago: Machinery 

and Allied Products Institute, 1945. Pp. xviii, 263. 

In the introductory chapter of this book, the author reviews the process by 
which the mature-economy doctrine came to be so widely accepted. In the 
second chapter, he amplifies the theory itself by quoting extensive and pertinent 
remarks by adherents to the doctrine, particularly Professor Alvin H. Hansen. 

These quotations from Hansen are segregated under the major components 
of the theory. Thus, they attempt to explain, first, the relationship between 
Saving, investment, and income. “The second, third, and fourth components 
deal with the decline in the rate of population growth, the passing of the geo- 
graphical frontier, and the diminishing influence of great new capital-consuming 
industries. All three of these are alleged by supporters of the doctrine to con- 
stitute economic maturity and to produce the deficiency of investment oppor- 
tunity deemed to be the distinguishing characteristic of maturity, or secular 
stagnation. The fifth component concerns the increasing relative importance 
of replacement in capital formation and of depreciation accruals as a source of 
capital financing. Finally, an explanation is given, based on quotations from 
Dr. Hansen, of the reasons for the prosperity of the 1920’s when the influences 
toward secular stagnation, which is said to have become apparent in the 1930’s, 
must have already been at work. , 

After explaining these aspects of the theory by extensive quotations, the 
author undertakes a thorough examination of them in the following nine chap- 
ters. Then, in “a look ahead,” he considers some of the factors which will have 
a bearing on future developments in the economy. In the last chapter, he 
makes “some final observations.”” There are also extensive appendices. 

In introducing his final observations, the author makes the following remarks 
which summarize the findings of his preceding investigation: 


We have found no credible evidence that declining population growth has been a cause of 
secular stagnation, either in this country or abroad, or that it has even impaired the rate 
of economic progress. We have found no evidence that the American economy in general 
has suffered from the passing of the frontier. Neither have we discovered any confirma- 
tion of the alleged tendency for corporations to finance an increasing proportion of their 
capital requirements from internal funds. As for the dearth of great new industries, if 
there is such a dearth—which is far from certain—it is not only much less important than 
the stagnationists believe; it is admittedly a phenomenon unrelated to economic maturity. 
Historical and statistical evidence for stagnationist theory is almost wholly lacking (p. 214). 


In the reviewer’s opinion, the evidence and analysis presented in this investiga- 
tion provide considerable justification for these conclusions. 

For some years now, proponents of the mature-economy doctrine have been 
elaborating their views. Although Dr. Hansen is chiefly responsible for pub- 
licizing the theory, he has been assisted by a number of followers. Together, 
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they have not only widely popularized it, but they have also engaged in many theo- 
retical efforts among themselves. Among the broader issues have been matters 
concerning the amount of government deficit financing annually required to 
compensate for the lack of private investment. There has also been considerable 
speculation concerning the burden of the public debt and the extent to which the 
debt might be increased. Many minor intricacies consuming much effort hav 

also been explored. 

However, although the views of the mature economy proponents have been 
very attractively and persuasively presented, there has been little evidence 
adduced to support these views. On the other hand, also, there has hitherto 
been no comprehensive effort to refute the doctrine. One had the choice, there- 
fore, of remaining impartial for lack of evidence, or of more or less dogmatically 
supporting or opposing the doctrine. 

Of course, an exhaustive investigation of this entire question is not an easy 
task. This is easily seen upon reading the present book which obviously in- 
volved a considerable amount of work. The result, however, is a significant 
scientific contribution. 

A curious feature is the fact that a scientific analysis of this kind has been 
directly supported by an organization whose membership consists of private 
capitalist enterprises. Even granting that the problem involved is of consider- 
able interest to members of the Machinery and Allied Products Institute, it is 
nonetheless encouraging to find an industry willing to support such scientific 
research, particularly since much of what has been written on the subject at the 
universities can be properly described as imaginative in character. 

Boston University ALFRED BoORNEMANN 


Agriculture in an Unstable Economy. By Theodore W. Schultz. New York: 

McGraw-Hill Book Company, Inc., 1945. Pp. xix, 299. $2.75. 

Students of Agricultural Economics are giving more and more attention to 
the question of agriculture’s place in our national economy. This book is 
typical of a number of discussions which have appeared on this subject. It is 
designed to show the impact of our national economy on farming. The central 
theme of the discussion is to be found in this statement of the author: ‘The 
basic causes for the farm problem—the low earnings of most farm people and the 
great instability of income from farming—are not within agriculture but |are to be 
found] elsewhere in our economy.” (Italics that of the reviewer.) The stress is 
placed not on the problems within agriculture but on the relation between 
agriculture and industry. 

In developing this thesis the author presents his material and arguments 
in four main divisions. Part I deals with the setting or the presentation of 
material dealing with the relation between agriculture and the rest of our econ- 
omy during the prewar and war periods with special emphasis on the effect of 
industrial activity on agriculture. Part II comes to grips with the farm prob- 
lem in an expanding and changing industrial economy. Here the author is 
concerned with the effect on agriculture of unequal growths of supply and demand 


, 

‘ 

oe 


386 BOOK REVIEWS 


for farm products in an expanding and unstable industrial economy. Having 
discussed this subject in some detail, the author in Part III analyzes the govern- 
mental war and prewar programs and controls. Finally, in Part IV is presented 
what the author conceives are real problems in agriculture policy. It is in this 
part that various schemes are presented by which the agricultural economy may - 
be stabilized or at least the effects of a changing industrial economy on agricul- 
ture may be mitigated. 

Any discussion of a subject of this magnitude requires not only the marshalling 
and understanding of a vast amount of statistical data, but a keen appreciation 
of statistical techniques and of social and economic theory. The author com- 
bines these requirements to a marked degree and as a result his treatment of the 
subject is perhaps the best that has been presented. This book should, and 
undoubtedly will, have a profound and salutary effect on future national policies 
affecting agriculture. 

North Carolina State College G. W. Forster 


A Cartel Policy for the United Nations. By Corwin D. Edwards, Theodore J. 
Kreps, Ben W. Lewis, Fritz Machlup, and Robert P. Terrill. New York: 
Columbia University Press, 1945, Pp. vi, 124. $1.25. 

The five authors of this volume are well qualified to discuss a cartel policy 
for the United Nations, since they are not only well-known economists but have 
also been employed by the United States Government in various capacities that 
brought them into close touch with cartel problems. The five papers which 
comprise this little book were originally given as lectures before the Faculty of 
Political Science at Columbia University. 

The first paper, ““The Nature of the International Cartel Problem,” was pre- 
pared by Fritz Machlup. In it he defines cartels as “business arrangements 
which have the purpose or effect of reducing or regulating competition.” To 
many people this definition will appear too broad or vague, since it might also 
apply to many business transactions not at all related to cartels. The author 
also employs the word cartel to embrace compulsory cartels and intergovern- 
mental commodity agreements. 

Mr. Machlup treats briefly several different kinds of international cartels, 
such as those based on agreements or understandings relating to patents, trade- 
marks, or division of sales territories. Among the economic effects of inter- 
national cartels (as contrasted with competitive conditions) he includes, the 
“maintenance of higher prices,’ a “reduced physical volume of exports,” and 
“reduced employment.” He also states that ‘‘by definition, a cartel is a restric- 
tive arrangement....’”’ Thése conclusions, though undoubtedly warranted in 
many instances, might prove difficult of verification if submitted to a thorough 
investigation of a large number of world commodities under cartel controls. 
Mr. Machlup’s criticism that ‘cartel arrangements permit inefficient producers 
to remain in operation while the low-cost producers hold back” has frequently 
been heard. It is hard to see, however, why a low-cost producer of a commodity 
with elastic demand would co-operate with the high-cost producer in a cartel, 
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thereby risking higher total profits and at the same time gaining higher total 
unit costs. There is, indeed, plenty of evidence to indicate that in the copper, 
lead, steel and other cartels, the high-cost producers were not included or occu- 
pied precarious positions in the cartels. In the section on ethics of cartels, Mr. 
Machlup disposes of some of the current notions as to the inherent wickedness 
of cartelists. 

In a section on public cartel policy, he reviews the various attitudes held 
toward cartels in this country. He himself does not favor a policy of govern- 
mental control or supervision of cartels because he thinks such a course would 
lead to entrenchment of cartels and a greater degree of monopoly. His choice, 
he says, is unequivocally on the side of no cartels. 

Ben W. Lewis wrote the second paper entitled ‘“‘The Status of Cartels in Post- 
War Europe.” With the collapse of Germany now a reality, he thinks it will be 
easier than at any time in the past or future to eliminate cartels. The attitude 
of Great Britain, he says, is approaching closer to that of the United States. 
As to the future position of cartels in Europe, he concludes that it will depend 
to a great degree upon public opinion in the United States. Furthermore, he 
thinks that the United States would find a large section of European public 
opinion receptive to a policy of destroying cartels. 

The fourth part of this book is called “Cartel Policy and International Secur- 
ity.” Its author, Robert P. Terrill, gives a brief but rounded history of the 
cartel movement in the interwar period. He strongly opposes the thesis that 
cartels help to promote peace and asserts that they breed insecurity, both na- 
tional and international. For several reasons—one, that Nazi cartels could 
more easily be eliminated—he is in favor of an international cartel policy. He 
does not, however, think that the military security of the United States is en- 
dangered by cartels, because, in his opinion, the United States is able to take 
adequate action to protect itself against political abuses arising from cartel 
activities. 

Theodore J. Kreps entitles his discussion, ‘Experience with Unilateral Action 
toward International Cartels.”” He describes the extent of cartellization in 
international trade and states that barely more than a third of world trade 
(probably estimated on the basis of value) before World War II was signifi- 
cantly affected by cartel arrangements. He then analyzes various methods used 
by individual governments in dealing with cartels, such as public registration of 
cartels in Norway, Czechoslovakia, Bulgaria, Rumania and other Southeastern 
European countries, the so-called “indirect action” used by Great Britain, the 
antitrust prosecution in the United States. Mr. Kreps urges a multilateral 
cartel policy because he believes that unilateral action can attain only a modi- 
cum of success. He points out that action by one nation cannot protect ade- 
quately that nation’s consumers in the case of cartellization of vital imports 
nor can it protect its own exporters sufficiently. 

The last paper in the book bears the title ‘“The Possibilities of an International 
Policy toward Cartels” and was written by Corwin D. Edwards who also acted 
as editor of the volume. Although he does not minimize the difficulties in- 
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volved in formulating an international policy, he argues forcefully for joint action 
by the United Nations against cartels. In closing, he sketches an outline of the 
kind of an international program which he thinks might be achieved. One of 
his suggestions is that the nations agree upon a list of cartel activities to be out- 
lawed, for example, the suppression of technological innovations, the fixing of 
prices etc. He does not think that international agencies should be permitted 
to interfere directly in national cartel policies but rather that each national 
government should take upon itself the obligation of seeing to it that their na- 
tionals comply with international cartel standards. In the case of small countries 
threatened by loss of markets through adoption of a policy of repression of car- 
tels, he recommends a program of international loans. These loans would 
enable small nations to switch to other branches of industry in which they might 
have a competitive advantage without resort to cartellization. 

The five authors seem to be in substantial agreement as to the kind of a United 
Nations policy they desire. The ultimate objective, as they see it, should be 
the removal of all cartels from international economic intercourse. As a whole, 
this book is a strong argument for such a course of action. Although it does not 
pretend to an exhaustive analysis of international cartels, the volume is packed 
with facts and arguments which many readers will find instructive and stimulat- 
ing. 

Chapel Hill, North Carolina ADELAIDE HArvEY WALTERS 


A History of Banking Theory in Great Britain and the United States. By Lloyd 
W. Mints. Chicago: University of Chicago Press. Pp. 319. $3.50. 
While certain period studies of British and American banking theories have 

been available, the present volume is the first effort to trace and synthesize the 
views of major and minor writers from the earliest beginnings. The evolution 
of banking thought in each country is treated chronologically in separate chap- 
ters and the cross currents are noted but not elaborated. No attempt has been 
made to explore the development of banking thought in other countries or its 
influence, if any, on Anglo-American theory. 

The first four chapters are devoted to the emerging analyses in England of the 
nature and réle of bank notes and deposit credit, the need for cash reserves, and 
the rather crude conceptions of the process of credit expansion. The author 
regards Law and Cantillon, especially the latter, as the main contributors prior 
to Adam Smith, who in turn formulated, to use the author’s term, the “real- 
bills theory” of banking. The appraisal of this doctrine with its mutations and 
implications is the central thread in this survey. 

Professor Mints regards Thornton as the outstanding theorist in England dur- 
ing the restriction period by virtue of his critique of the real-bills doctrine, his 
emphasis on the interest rate, with exchanges as criteria, as the main deter- 
minant of the proper quantity of credit, and his analysis of central banking 
functions and policy. Indeed, one gathers the impression that the author doubts 


whether any substantial progress has been made in banking thought since — 
Thornton. 
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In the subsequent period, the lights and shadows of the banking and currency 
schools are lucidly analyzed, and the concepts of liquidity, elasticity, and the 
réle of competition receive systematic attention. The contribution of Joplin 
in depicting the process of credit expansion is properly emphasized. Apart 
from some refinements in theory and policy with respect to the interest rate, 
further elaboration of liquidity and elasticity concepts, and some further sys- 
temization of central banking theory and policy, the author notes little progress 
in English banking thought from 1860 to 1913. Numerous backward lapses are 
cited. 

With a time lag early American banking thought was influenced by British 
views, but certain writers, notably Bollman, evidenced originality and percep- 
tion. Mints ascribes to Bollman an advanced view of the nature of deposits, an 
appreciation of stable prices as an objective of banking policy, and, with greater 
hesitation, a groping reliance on the criteria of the exchanges and interest rates 
as the credit-control mechanism. He thinks Miller has erroneously classified 
Bollman as a real-bills disciple. 

During the period, 1820-1860, American thought diverged more sharply from 
contemporary British views. Greater hostility to banks, doubts as to their 
economic validity, and biting criticism by Gouge and others of fractional reserve 
banking typify the divergence. There remained, however, adherents of the real- 
bills theory though consistent and clear-cut patterns of thought were lacking. 

In the period, 1860-1913, American discussion centered largely on the structure 
and functions of banking reserves, the need for elastic credit, and emphasis on 
liquid assets. Davenport developed in more detail the process of credit expan- 
sion and Mitchell differentiated between long- and short-term interest rates. 
Mints regards the period as relatively unproductive and the preoccupation with 
elasticity an unwarranted expenditure of effort. 

The last chapter of the book is devoted toa brief survey of American and British 
thought since 1913, a portion of which is given to a critical review of Federal- 
Reserve policies. 

In a brief review it is difficult to depict the detailed scope of this study. Me- 
ticulous research is evidenced in the critical appraisal of the ideas of several 
hundred writers. Very useful indices facilitate ready reference to subject matter 
and authors. Nor is the study without its own original elements, notably in the 
exposition of the defective limitational assumptions underlying the real-bills 
philosophy, the analysis of the effects of a tax on bank notes, and the recurrent 
emphasis on the inherent dilemma in the community’s demand for competitive 
lending on a fractional reserve base and the resulting supply of currency which 
too often defeats a common social objective, whether that objective be a metallic 
standard, a stable price level, or a stable and high level of employment and 
income. That the author regards the resolution of this dilemma unlikely is 
apparent. 

There is a curious anomaly in the evolution of banking thought as here por- 
trayed. Caught in the dualism that bank loans create media of payment, the 
short-run monetary aspects of banking have been extensively, if not satisfactorily, 
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explored, but the cognate réle of banks in the process of capital formation has 
been slighted. Banks have been endlessly chided for contributing to the cyclical 
distortions, but it has rarely occurred to the banking theorist to raise the issue 
as to whether the dynamics of the banking process have not accelerated the 
growth of capitalism and stimulated industrial expansion. Economic historians 
have long noted the dynamic effects of newly discovered sources of specie, but 
the secular economic effect of the multiplication of credit on a fractional specie 
base have, on the whole, been obscured by the concentration of attention on 
cyclical excesses. Certain of the writers surveyed in this study sense the process 
but turn their major efforts to “overtrading.” It will probably remain for the 
institutionalist, less circumscribed by the methodology of the equilibrist, to 
explore this area more adequately. 

University of North Carolina Joun B. Woostry 


Industry in Latin America. By George Wythe. Introduction by Laurence 
Duggan. New York: Columbia University Press, 1945. Pp. viii,371. $4.00. 
“This is the most nearly complete survey of the industrial aspects of different 

Latin American national economies that is available.’ Seldom has a blurb 
writer advertised his ware with greater restraint and described it with greater 
accuracy. This book in its largely descriptive Part II: The Twenty Republics 
(pp. 78-343) contains the first comprehensive survey of the industrial develop- 
ment of Latin America, including the impact of World War II, up to late summer 
or fall of 1944. In addition, it offers in the seven chapters of Part I: Back- 
ground and Problems and in the excellent concluding chapter what is to the 
reviewer’s knowledge the broadest available analysis of Latin American in- 
dustrialization viewed not merely as a business process but as a major socio- 
economic phenomenon of our time. 

As liaison officer between the Bureau of Foreign and Domestic Commerce 
and the Department of State, the author occupies a position which not only 
assures access to a vast, well-organized, and constantly replenished supply of 
information on Latin American industrial development, but also furnishes 
contacts valuable in interpreting the meaning and significance of these factual 
data. At the same time, however, this official status may, in specific instances, 
militate against the free expression of the author’s views on issues involving 
questions of policy. One is not always sure of the author’s personal stand on 
controversial issues such as the merits or demerits of the Diaz regime, the part 
played by alien corporations, the significance of révolutionary or reactionary 
movements, etc. Latin American industrialization is so intimately connected 
with such political and other extra-economic issues that their frank discussion 
can hardly be avoided with impunity. 

Part I contains a well-balanced and closely organized account of the back- 
ground and of the problems of Latin American industrialization. The academic 
economist may well wish that this section of the book could have been developed 
far more fully than regard for the more easily satisfied general reader warranted. 
It must have been hard for the author to resist the temptation to use the case 
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of Latin American industrialization as a testing ground for economic theories, 
especially those of international trade. As it is, these issues are implicit in the 
text rather than explicit. 

In the face of faits accomplis resulting from irresistible social and political 
pressures, liberalistic textbook solutions, dear to some theoretical economists, 
were ruled out. By and large throughout Latin America, at least during the 
last half-century, protection and neomercantilistic state interference in general 
won out over “free trade” and laissez faire. If one overlooks a few occasional 
hints of nostalgia for good old “classical”? solutions, one gains the impression 
that the author considers extreme regional specialization creating lopsided 
“monocultural” economies a failure in the workaday world of “sovereign” 
nation-states in which economic issues are heavily overlaid with non-economic 
rubble. Again and again the phrase “balance” recurs. Thus on page 351 we 
read: ‘Wise policy of industrialization is not one that aims at self-sufficiency 
or at reducing its fruitful international exchanges, but rather one that seeks a 
healthy balance in economic development.’ (Italics the reviewer’s.) There is 
nothing in the book that warrants the belief that this healthy balance is identified 
in the author’s mind with the market equilibrium of marginal theory. On the 
contrary, the book abounds in evidence that the author is fully aware of the 
fact that Latin American reality was, and still is, far removed from the set of 
assumptions underlying orthodox theoretical economic solutions. For one thing 
Latin America is still far removed from a state of affairs remotely resembling 
‘full employment of resources.”’ Until that time comes, “unorthodoxy” will 
continue to be the rule. 

Under such conditions industrialization is viewed as a deliberate policy of 
opening up, perhaps even of creating, resources. It is envisaged as a possible 
cure of such ancient sociopolitical ills as instability, feudalistic traditions, class 
stratification of society, exposure to wartime interruption of commerce, “‘eco- 
nomic exclaves,” absentee capitalism, civic neglect, national security, and 
so forth. Thus industrialization in Latin America, according to the author, 
cannot be understood unless it is viewed as a phase of that even broader evolu- 
tionary process known as The New Nationalism. 

Wythe views not only the “forces” that promote, but also the ‘“‘bodies” that 
lie in the path of, Latin American industrialization. He is outspoken in deplor- 
ing the popular misconception, still widely held in this country, of Latin America 
as a promising frontier country, as the El Dorado too often conjured up by roman- 
ticists and reckless promoters. He makes clear that in Latin America, in general, 
modern industry meets numerous and serious difficulties. In so far as industrial 
opportunities are concerned, “‘at the present state of the arts,’’ Latin America 
appears both neglected by nature and handicapped by history. Much of the 
area lies in the tropics. The paucity and poor quality of the coal render highly 
problematical the establishment of commercially successfu! “heavy industry,” 
the backbone of full-fledged industrialization. Capital accumulates slowly in 
regions where large parts of the population are shunted out of the circuit flow 
of the economic lifestream and its benefits; where the heritage of feudalism and 
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colonialism continues to retard progress; and where centuries of civic neglect have 
left large strata of society ill-prepared for their dual role in modern industrial 
society as producers-consumers. The inevitable results are excessive costs of 
production, low labor productivity, continued dependence on foreign capital, 
“know how” and managerial skills, debtorship, instability and internal im- 
balance. 

Wythe points out that perhaps the most serious handicap to industrialization 
in Latin America is the small size of the national markets. Latin America 
with an area far larger than that of the United States has a smaller total popula- 
tion. This smaller total population lives in scattered and isolated clusters. 
What is more, it is politically divided into twenty independent republics and a 
number of dependencies, with populations ranging from over forty million for 
Brazil to a few thousand for the smallest. Except in the case of Argentina, and 
possibly Uruguay, per capita purchasing power is so low that Latin America 
as a market is far less important than the size of both its area and population 
suggests. It is easy to see what that means for modern machine industry which 
thrives on mass production backed by mass consumption. 

Under these conditions one can readily see why, in general, industrial achieve- 
ments in Latin America are, in spite of almost fantastic progress made during 
recent years, still very modest indeed. On page 12 the author offers a rather 
revealing tabular survey of Latin American industry. This table shows that 
in no Latin American country does latest statistical evidence record values added 
by manufacture even remotely approaching the billion dollar mark, as against 
$1.9 billion for Canada and $24.7 billion for the United States. It is true that 
more recent figures will reveal great progress in Latin America. Yet it is still 
too early to judge the ultimate impact of World War II on the place Latin 
America will occupy in the industrial economy of the earth. 

The country-by-country survey given in Part II, which constitutes the bulk 
of the book, shows that manufacturing industry in Latin America is most strongly 
represented in those groups which make use of local materials, produce for the 
domestic market, enjoy the protective benefit of tariffs, quotas, high transport 
cost, etc., and/or employ large numbers of native labor relative to capital in- 
vested. Industries which require exceptionally large capital outlays as well as 
unusual knowledge and skills continue to be dominated by foreign corporations. 
The policies designed to ‘‘nationalize” industry are fully discussed. 

This part of the book contains a wealth of interesting and valuable detail 
not found anywhere else between two covers. One wonders whether the presen- 
tation could have been aided by fuller use of tabular summarization. Maps 
would also help the reader to find his way around a vast continent and to ap- 
preciate the significance of spatial relationships. An index far more complete 
than that offered would add materially to the usefulness of the book. 

There are few flaws worth mention. On p. 79 the author speaks of ‘“‘ostrich 
feathers.” What is probably meant are feathers of the rhea, sometimes called 
the American ostrich. In the last paragraph on p. 85 the per cent figures do 
not correspond to the absolute figures cited. On p. 174 the author states that 
Brazil produced 10,000 tons of alumina, 2,000 tons of aluminum and, therefore, 
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had 8,000 tons of alumina available for export. Since it takes just about two 
tons of alumina to yield one ton of aluminum, the exportable amount of alumina 
should be closer to 6,000 tons. The large copper smelters in Chile, while tech- 
nically belonging in the category of mining industry, are, as a matter of fact, 
among the largest industrial enterprises of Latin America and as such deserve to 
be discussed. The reader learns almost nothing about them—indeed nothing 
beyond the mere fact that such enterprises exist. The practice regarding the 
citing of names of firms is not uniform. On one page we may read something 
about ‘“‘a North American corporation making low-priced automobiles” and 
a few pages further on the same factory is referred to as an assembly plant of 
the Ford Motor Company. It has always been a mystery to the reviewer why 
some authors treat the names of business firms as a great secret. All these 
points are quite insignificant. 

The author has made a good beginning of the analysis of a major region’s 
status of industrialization: its causes, sustaining forces, obstacles, weaknesses, 
points of strength, etc. Now it is up to other economists to exploit this wealth of 
information, push the analysis deeper and test their theories against this mag- 
nificent array of contemporary reality. 

University of Texas Erich W. ZIMMERMANN 


Inflation and the American Economy. By Seymour E. Harris. New York: 

McGraw-Hill Company, 1945. Pp. xxiv, 559. $5.00. 

“Formidable” is the adjective best used to describe the latest book by Har- 
vard’s amazingly prolific Professor Harris. Economists who for the last four 
years have spent a few hours every day observing and analyzing the statistics 
of the war economy and have participated in the professional feuds over measure- 
ment and explanation, can no doubt read the 32 chapters, 116 charts, 154 tables, 
and twice-154 knotty passages without blinking an eye or turning back a page. 
Other readers will probably fare less successfully. Inflation and the American 
Economy is a useful and inexpensive encyclopaedia of the statistics and economics 
of World War II, with certain added sections on reconversion and the future, 
rather than an ‘economics book” in the usual sense of the term. There are 
chapters on “Supplies,” ‘Productivity and. Prices,” “Capital and Prices,” 
“Manpower,” “The Inflationary Gap,” “The Significance of Index Numbers,” 
“Taxation,’’ ‘Wages and the War Labor Board,” “Expenditures by Business 
Enterprise,’ etc. Virtually every development of significance for war or re- 
conversion economics is touched on at least briefly, the relevant statistics pre- 
sented and questioned, and an explanation, evaluation, or prognostication added. 
Technical disputes over the inflationary gap, the measurement of gross national 
product and national income, the BLS cost-of-living index, the extent of change 
in basic wage rates, and other matters are reviewed, and Professor Harris’ con- 
clusions are stated. When so much is offered for only $5.00, to complain of a too 
rapid dismissal of most subjects is to be guilty of ingratitude; and any such com- 
plaint should immediately be followed by the statement that few economists 
could as successfully pack the information and analysis into 559 pages. 

When he considers the economic developments of the war years, Professor 
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Harris is on the whole pleased by results. True, he points out that we did not 
sufficiently rely upon taxes, that we did not restrict consumption as thoroughly 
as we might have, and that our wage and manpower policies were not well in- 
tegrated; but he believes that the greater part of the price rise which took place 
was necessary to maximize war output, that wage inflation was chiefly due to 
forces not subject to control by the war agencies, and that even the wartime 
increase in real consumption was made almost necessary by additions to the labor 
force and the work week and by the difficulties involved in combining justice and 
anti-inflationary force in a tax program. OPA price policy and BLS cost-of- 
living estimates receive friendly treatment, and so does the Treasury policy of 
keeping the interest rate low. 

With respect to post-war prospects, Professor Harris is one of that great group 
of economists who fear that, if we stress too much the immediate danger of in- 
flation, we may act in such a way as to aggravate the long-run forces making for 
deflation. Concerning pent-up demand for consumer durable goods, he con- 
cludes “that deferred demand is not large; that in comparison with an annual 
reduction of $75 billions in government spending, total demand for consumers’ 
durables is rather small. Nevertheless, if the release of pent-up purchasing 
power is not to bring a rise of prices in the early periods of reconversion and 
demobilization, materials and equipment should be released as soon as possible.” 
One of the potential causes of immediate inflation to which he calls attention is 
the situation resulting from the great wartime increase in liquid assets. ‘The 
Reserve banks are not now in a position to control commercial banks against 
unwise extension of credit, and the latter in turn have little control over the 
amount of spending by the public.” 

University of North Carolina Henry M. Otiver, Jr. 


International Investment and Domestic Welfare. By Norman §S. Buchanan. 

New York: Henry Holt and Company, 1945. Pp. xvi, 249. 

It is difficult not to become enthusiastic about this little book. At a time 
when many economists and governmental officials rhapsodize over the unal- 
loyed virtues of large-scale foreign lending, and many senators turn jaundiced 
eyes towards a particular large-scale loan which is in the national and inter- 
national interest, Professor Buchanan’s calm and closely reasoned arguments are 
both unusual and refreshing. The combination of brevity and completeness 
which characterizes the book is also a decided asset. In spite of its small size 
International Investment and Domestic Welfare is not sketchy; its brevity has 
been achieved through the elimination of the redundant and the non-essential 
rather thaa through the hurried passing over of pertinent matters. 

Part I is concerned with the general principles of ‘Reconstruction, Economic 
Development, and Foreign Borrowing.” Here Professor Buchanan examines 
the purposes for which foreign investment might be made, considers the extent 
of capital consumption caused by military and economic measures during the 
war years, asks how foreign investment can aid in restoring or creating for the 
first time the more important types of capital equipment, and shows why foreign 
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investment in many instances would not be “self-liquidating.” Part II discusses 
“The Position of the United States in Relation to Postwar Foreign Investments.” 
In this section Professor Buchanan ably disposes of the arguments of those who 
believe that foreign lending is the most effective means of insuring stable full 
employment, explains why it will be difficult for the United States either to de- 
velop a passive balance of trade or to duplicate England’s nineteenth-century 
record of continually and profitably increasing foreign investments, suggests 
that the present is the most propitious time for tariff reductions, and argues that 
the existing distribution of dollar and sterling balances plus the Fund and Bank 
of the Bretton Woods program, make most independent loans unnecessary. 
Concerning Great Britain’s financial worries, Professor Buchanan remarks, 
“‘.. . for the United States and the world at large the utmost importance attaches 
to achieving an effective solution to the economic problem that the United King- 
dom will face when the war ends. The solution to the British problem can 
certainly be the more easily effected if the United States provides tangible as- 
sistance. The manner in which this assistance should be provided and the forms 
it should take are both large questions calling for careful exploration and anal- 
ysis in the light of the pertinent facts which doubtless exist but are not available 
to the general public at the present time.’”’ This passage was written, of course, 
months before Lords Halifax and Keynes presented their request foraloan. The 
reviewer does not know Professor Buchanan’s opinion concerning the loan. To 
the reviewer, however, his discussion of Britain’s position and of America’s 
difficulty in achieving a passive balance of trade provides additional evidence to 
support the belief that the interest provisions and some of the free-exchange 
provisions of the loan will place a burden upon Great Britain and the world 
economy without helping the United States. 
There are few unfriendly criticisms to make of the book. However, in Chapter 
5 Professor Buchanan perhaps does not pay sufficient attention to the fact that 
an industrialization program originally intended to replace foreign with domestic 
manufactures may lead to the development of a manufacturing economy entering 
importantly into world trade. Britain found its best European market in post- 
Bismarckian Germany. 
University of North Carolina Henry M. Otiver, Jr. 


International Trade and Domestic Employment. By Calvin B. Hoover. A Re- 
search Study for the Committee for Economic Development. New York: 
McGraw-Hill Book Company, 1945. 

This volume is one of the studies initiated and sponsored by the Committee 
of Economic Development to expound modern business policy “from the stand- 
point of the general welfare and not from that of any special political and eco- 
nomic group.” It is part of a comprehensive research program undertaken by 
competent economists to formulate public policies which are intended to be a 
basis for high levels of production and employment. 

In the Preface to his study Mr. Hoover expresses disagreement with those 
economists who found their approach to the actual issues of international eco- 
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nomic intercourse unreservedly on the traditional doctrine of free trade and who 
would advance in an oversimplified fashion the proposition that the complete 
removal of trade barriers and controls (here and now) in itself will bring about 
salvation. Neither is the author favorable to conclusions based on an imaginary 
framework of a “world economy in which trade was still almost wholly between 
individuals living and producing in capitalistic countries characterized by free 
enterprise and nearly perfect competition.” The intellectual situation opposed 
by Mr. Hoover was well characterized by Jacob Viner, in 1936, as follows: “It 
was only late in the nineteenth century . . . that any serious attempt—and that 
largely unsuccessful—was made to convert it [the theory of international trade] 
from a field of public discussion to an intellectual discipline with an independent 
existence of its own, wherein wits could be tested and exercised on problems 
specially manufactured for the purpose and where relevance to practical issues 
was a secondary and sometimes, if truth be told, a scarcely debatable considera- 
tion.” In the opinion of this reviewer the number and influence of those econ- 
omists who seriously advise founding practical world trade policies on a fanciful 
“free trade” situation is by this time, insignificant. Even Ludwig von Mises 
does not expect his perfectionistic ‘free market’? advocacy to be accepted in 
actual practice. According to von Mises, “the realization of the liberal plan is 
impossible because—at least for our time—people lack the mental ability to 
absorb the principles of sound economics. Most men are too dull to follow com- 
plicated chains of reasoning.”’ 

To be sure Mr. Hoover’s approach to future international economic inter- 
course is founded on liberalistic principles. He suggests that the movement of 
commodities, services, and capital be freed from public and private barriers as 
far as is practicable. His conception about what is “practicable” moreover, is 
reasonable and farsighted. 

The author compressed into seven concise chapters the discussion of the most 
significant items of foreign-trade policies. In addition, one general chapter is 
devoted to the determination of national policy, and another to the indication of 
prospective trends in the foreign trade of the United States. The study is pre- 
ceded by a summary of major conclusions and recommendations. 

The main purposes of the volume are to frame a desirable program for the 
foreign-trade policies of the United States and to show that large scale expansion 
of American domestic production is a prerequisite to harmonious economic inter- 
course among nations. Mr. Hoover justifiably poses the question whether the 
United States should assume leadership in world economy and initiate and prac- 
tice co-operation despite possible risks of failure which might result from non- 
co-operative attitudes of other nations. In his opinion the government and 
people of the United States ought to take these risks and assume the responsibility 
which follows from her present position in world economy. 

The author advances a seven-point program which would serve to expand 
international trade and to free it from undesirable public and private controls, 
Two of these desiderata relate to the acceptance of the Bretton Woods Agree- 
ments which have been already adopted by Congress. A liberal policy in settling 
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lend-lease accounts is another suggestion. Mr. Hoover is right in stating that 
short-sighted ideas in this respect may lead either to a disruption of the general 
structure of the international balance of payments or to illusory expectations 
concerning future payments of these “new” war debts. Assuming that the 
elimination of private market controls will result in more desirable forms of 
international trade the author recommends governments’ co-operation to elim- 
inate international cartels. If such outright elimination is not feasible, then 
the author thinks that effective national and international regulation of cartels 
should be provided for. He believes that it would be possible to secure inter- 
national agreement not only on the public registration of private collective 
marketing controls but on certain provisions regarding trade policies to be fol- 
lowed by international cartels also. He recommends an international con- 
ference to deal with cartel problems and an international public agency to super- 
vise cartels. His demonstration of the necessity of reducing the present pro- 
tective tariff of the United States and his discussion of the kind of an American 
merchant-marine policy to be followed are characteristically intelligent and 
courageous. Finally, he emphasizes the importance of dynamic measures for 
American national employment policies prerequisite to the attainment of high 
levels of employment in other countries. 

Many propositions of Mr. Hoover require a more detailed elaboration. The 
problem of private cartels and dumping, for example, are treated in a somewhat 
fragmentary way. The reader would probably be interested in further discus- 
sion as to whether or not balanced expansion on international markets will re- 
quire some form of co-operation of private entrepreneurs. The question under 
what conditions the elimination of private cartels will result in a workable pat- 
tern of competition remains unanswered. 

Further, to extend the term cartellization to the Soviet form of economy 
seems not altogether fortunate to this reviewer. Dumping may be the only way 
for certain nations to maintain their balance of payments in a world in which the 
migration of labor is not a legitimate item in discussions of world trade. The 
author’s assumption that the control of capital movements by national govern- 
ments will require the supervision of most other types of foreign exchange trans- 
actions as well (p. 32) may relate to the foreign exchange economy of financially 
very weak countries. However, in “normal” times “capital movements” can 
be controlled without supervising foreign exchange movements pertaining to 
“current transactions.”” There is plenty of experience in this respect in the 
United States, Canada, and the United Kingdom. 

A brief discussion of national productivity differentials as they will influence 
international trade policies would have added to the usefulness of the volume. 
The brevity of the study did not allow elaboration of measures necessary to 
“balance” international expansion. Perhaps it would have been useful to indi- 
cate more concretely the expected repercussions on international trade resulting 
from the elimination of Germany as a leading exporter. 

Mr. Hoover’s book will be strange reading to those who visualize international 
economic intercourse only in terms of contemporary fears. It will be opposed 
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by those who like to dodge complicated economic situationsand who donot recog- 
nize that in present international politics “to do nothing”’ is in itself a fateful 
decision. His approach will be questioned by a number of politicians and econ- 
omists, hardened to paradoxes, who would like to instruct economically weak 
nations on the art of living an upright life on next to nothing. Those who are 
interested in a concise, modern, intelligent treatment of the issues attendant 
upon foreign trade will read the volume with interest and profit. And those who 
favor taking courageous, though risky, measures in order to attain a new frame- 
work of social cohesion (accompanied as far as possible by a large degree of 
individual liberty) will agree with most of the propositions advanced in this 
thought-provoking book. 
University of North Carolina Ervin HEXNER 


Kentucky: Designs for Her Future. Edited by Howard W. Beers. Lexington: 

University of Kentucky Press, 1945. Pp. viii, 323. 

Ten specialists of the University of Kentucky have written this symposium 
on Kentucky in prospect. In thirteen chapters they discuss Kentucky’s history 
and heritage, the energy of its three million people, the natural resources of its 
geology, streams, forests and wild life; its agriculture, industry, and commerce; 
the organization of its government, education, health and welfare. The idea 
of a blueprint of the state’s future is introduced in a Foreword by President H. L. 
Donovan and Editor Beers has opening and closing chapters on “Peace in the 
Commonwealth” and “Goals for Kentucky.” 

From both the economic and social science viewpoint, the idea back of the 
book appears adequate and well-conceived. The volume is organized to focus 
the intellectual resources of a university on the development of the physical and 
human resources of its state. This form of regional resource analysis and plan- 
ning is most highly developed in the South where it is undoubtedly most needed. 
This point of view was well presented in another context by the leading editorial 
in the London Times of July 27, 1945, bearing on Britain’s postwar future. 
A sentence will bear quoting: 


There is at home the paramount obligation to make the most of the Nation’s physical 
and human resources by conscious and calculated partnership between the organizing 
power of the community and the full and enterprising vigor of the people, individual and 
corporate, so that the amount and distribution of the national wealth may steadily 
advance. 


Any work of this kind is bound, it seems, to suffer from two faults, both in- 
herent in its design. First, the very nature of a symposium allows for a certain 
measure of unevenness, overlapping, and even failure to take account of certain 
gaps left by the contributors. In meeting this challenge the book does remark- 
ably well. Second, a volume focused on one state is too much inclined to the 
view that one state can control her own destiny. What Kentucky has and what 
Kentucky will do is so much a matter of Federal and even world policy that, 
except for certain sections (especially pp. 145-147) the emphasis on one state 
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seems exaggerated at times. As a whole, these are minor criticisms compared to 
the real achievement of the book. The photographs are a joy and a real contri- 
bution. 


University of North Carolina Rupert B. Vance 


The Milk Industry. By Roland W. Bartlett. New York: The Ronald Press 

Company, 1946. Pp. xii, 282. $4.50. 

Over great areas of the American economy, monopolistic forces interact to 
regiment industry, restrict production, and curtail employment. World War 
II has done much to further weaken the traditional structure by creating new 
and intensifying old prejudices and animosities between the various productive 
factor groups. Unless the free enterprise system develops a solution to these 
crucial problems, all-out government control of productive resources appears 
inevitable. According to Professor Bartlett, the one hope of averting drastic 
institutional reform lies in empirical research to ferret out specific ailments and 
to provide a sound basis for equally specific remedies. The author holds the 
view of many modern economists that such analyses must proceed along in- 
dustry-by-industry, segment-by-segment lines. This volume, which is offered 
as one link in the suggested chain of investigations, deals with the economic 
aspects of the dairy industry. That the production and distribution of dairy 
products is an important constituent is unquestioned, for dairying ranks fourth 
among the major fields of manufacturing, and it includes all segments of our 
national economy—farmers, laborers, processors, distributors, consumers, and 
government. 

The book is broad in scope; the treatment of the subject, both statistical and 
theoretical. Part I, which is entitled “Freedom of Enterprise and Full Em- 
ployment,” largely centers around a nation-wide study of the dairy industry 
made by the author in the course of the past two years. There is wide topical 
coverage, including: a brief picture of the entire industry, with particular em- 
phasis on market milk; market expansion through lower distribution costs; 
trade associations and labor unions; Federal, state, and local regulation; and 
methods for the reduction of the farm cost of milk production. 

By and large, the study is well done. The statistical analysis is excellent. 
There is an enormous amount of carefully recorded factual information, and 
helpful graphic presentations are profusely used. The book is well qualified 
to serve as a general pattern for similar studies in other industrial fields. In the 
first place, it is not a mere diagnosis of existing weaknesses; with every topic 
considered, several positive suggestions and recommendations are presented. 
Moreover, these remedial measures suggested consistently are geared to broad 
social welfare goals. Improved nutrition, increased opportunity for employ- 
ment, and the betterment of working relationships between the different factor 
groups in the industry constitute values which weigh heavily in the author’s 
mind. A case in point is the carefully conceived estimate of potential employ- 
ment possibilities in the dairy field. If such barriers as monopolistic controls 
and unnecessary regulatory measures can be removed, and if a forceful effort is 
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made to lower distribution costs and to stimulate increased consumption of dairy 
products, Professor Bartlett asserts that a minimum of 400,000 additional work- 
ers can be profitably employed and the diets of millions of consumers improved. 

That the author has not confined his efforts solely to empirical research in the 
selected field is first indicated in his title choice for Part I. ‘Freedom of Enter- 
prise and Full Employment” hardly suggests a limited analysis of any particular 
industry. Upon further examination, the reader finds that the title does describe 
a sizable proportion of the contents of Part I. Entire chapters are delegated 
to a consideration of such general issues as the wage-price relationship, education 
and the maintenance of full employment, and free enterprise and the democratic 
ideal. There even appears a three-page critique of Keynes’ oversavings and 
underconsumption theory. Although these broad subjects play a crucial réle 
in the composite economic perspective, the reviewer does not feel that the gen- 
eralized treatment given them by Professor Bartlett is germane to his basic, 
self-appointed task. 

A minor criticism of Part I pertains to the editing. There is an excessive 
amount of repetition which the reader may find burdensome. For example, one 
is reminded too frequently of the horrors which will befall the economy should 
the traditional free enterprise system not meet successfully the challenge of its 
responsibilities. 

Part II, entitled “Efficiency and Per Capita Sales of Milk,” reviews in detail 
the findings of several dairy research studies made by other specialists in the 
field. The first of these concerns factors which have a bearing on per capita 
sales of market milk. Data have been assembled for 41 cities in the United 
States; for 28 of the cities, the record covers a period of five years or more. One 
of the major conclusions of this analysis is that consumer incomes and price 
constitute the two most important factors explaining variations in per capita 
milk consumption. The author is exceedingly pessimistic over the possibility 
of a continued rise in the general income level; hence, market expansion in the 
dairy industry is said to be contingent upon the lowering of prices through more 
efficient productive and distributive operations. Elsewhere in this book evi- 
dence is introduced to show that as between production and distribution, the 
greatest opportunities for savings rest in the reduction of selling and delivery 
costs. With a view to the years ahead, the author issues a stern warning to 
those dealers whose costs of receiving, processing, bottling, selling, and delivery 
of milk exceed 3 cents per quart on wholesale transactions or 5 cents per quart 
for home delivery. 

In Chapter 13, attention is focused upon a survey of milk-plant efficiency 
which was conducted by Dr. P. H. Tracy, Professor of Dairy Manufacturers, 
University of Illinois. The plant operations of four dairies located in Washing- 
ton, D. C., were examined thoroughly. Focal points of specific study included 
the following: the efficiency of labor use; the quality and age of equipment; 
plant size and volume of output; plant layout; bottle breakage and other losses; 
number and types of products; and employer-employee relations. In addition 
to the findings of the analysis, there is a sizable list of practical suggestions for 
the dairyman who is interested in boosting performance efficiency. This chap- 
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ter, in itself, makes the volume worth reading. Finally, Chapter 14 summarizes 
an analysis by Dr. M. J. Prucha on the essential requirements of milk ordinance. 

While portions of Professor Bartlett’s work may transcend the logical bounds 
of his central task, nevertheless the book makes a worthy contribution to the 
literature of the dairy industry. In a large measure, the statistical data pre- 
sented were gathered from original sources. In any event, the wealth of factual 
information which has been assembled in this convenient form should prove 
invaluable to dairymen, economists, and others who are interested in practical 
economic planning and research. 

University of North Carolina Paut L. Brown 


One Foot on the Soil. By Paul W. Wager. 

In these days of housing shortage when so many people are unable to find 
satisfactory places to live, it is timely to turn our attention to proposals for all 
forms of housing. It is none too soon. From this study of an experiment in 
group housing, begun in 1934, we may glean pertinent suggestions which pos- 
sibly will help us in the future to avoid some pitfalls. 

In 1934, we must remind ourselves, we were in a state of ‘fear of fear”. One 
person in every eight was on a Federal dole and a much larger group was being 
supported in other ways. We were in search of ways to give men work at wages. 
One method was devised under the title of Subsistence Homesteads. The plan 
was to take families from crowded industrial centers and build groups of houses 
for them in the country, each house on its own plot of land. This plan was 
expected to relieve congested areas, provide improved homes, and immediately 
give the wage-earners jobs in building the houses and improving the sites. Once 
established on their plots of land, the families involved could raise a part of their 
own living. 

Much sound planning was done in the beginning and a large number of good 
houses were built. Unfortunately, many factors, political ones and others, 
crowded out the main intention of the plan. During the ensuing decade, the 
Subsistence Homesteads Projects were successively placed under at least four 
different bureaus in Washington, with the inevitable result of confusion and shifts 
in policy. 

The locale of the study for Dr. Wager’s book is the vicinity of Birmingham, 
Alabama. The study includes five communities, comprising some 647 homes 
and an area of 4500 acres. One of the five homestead projects was started 
later, but its history is essentially the same, except that in it less stress was laid 
on home production of food. 

One of the communities had an average of about twenty acres per homestead, 
and another two and a half acres. But some land was reserved for community 
purposes, such as parks, schools and stores. Many homes had no more than one 
half acre each. Cost of land averaged a little over $60 per acre, and the total 
cost per unit was around $6500. The homes were sold to their occupants at an 
average price of $1900. This was estimated to be about two thirds of the 
market price for such homes. 

Several questions are raised here, but perhaps there are two main ones. 
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(1) Why was there so great a discrepancy between cost and selling price? 
(2) Did the results justify the cost to the Government? 

In the original plan under Subsistence Homesteads, the families themselves 
were to do a large part of the work of building houses and improving the sites. 
Later, under different bureaus, it became the policy to build rapidly, using labor 
from relief rolls and paying relatively high wages. This policy alone may have 
more than doubled the expected cost. Supervision of such a program was ex- 
pensive, and plans were often altered after projects had been started. Since it 
was an emergency program and a pioneering one with a premium on speed, and 
pressed by the urgency for relief of unemployment conditions, the costs of trial 
and error were bound to be high. Yet the families were drawn from low-income 
groups and most of them could not pay even market prices. If they were to 
become owners of these homes, some subsidy was necessary. The prices that 
were eventually worked out were therefore arbitrary. 

Were the social results commensurate with the cost of the projects? This will 
be a matter of debate for a long time to come. Contractors and builders, many 
of them, have for years claimed that private initiative could provide adequate 
housing for everybody. But by 1934, it was clear that whether it could do so or 
not, it had not done so, and that there was no prospect of its doing so soon. 
Some experiment with other methods was imperative. 

The factor of cost in money terms is not the only consideration in the ap- 
praisal of the value of a social experiment. Over against keen disappointments 
experienced in the communities studied are to be placed many compensations. 
There was a general spirit of good neighborliness. Homes were usually kept 
neat and attractive; financial delinquency was being reduced; and the local 
homestead boards were functioning. Not least important was the consideration 
that here were 600 families well housed, and they and their children were away 
from the congestion of city areas. 

Although no final conclusions can be reached from data available on an ex- 
periment which has been in progress only about eleven years, the author’s 
general conclusion from the evidence he has gathered appears to be justified. 

‘, .. if it becomes an accepted national policy to subsidize homes for low-income 
families, the subsidy should be extended not just to apartment dwellers, but also 
to those who prefer suburban garden homes, subsistence homesteads for part- 
time farming or even full-time farms.” Further—‘‘Other things being equal, it 
should take less subsidy to provide comfortable housing to families with limited 
earning capacities if there is a piece of ground attached than if there is not.” 
“In the total program of rehousing American workers, there must certainly 
be a place for suburban houses surrounded by a bit of ground on which to pro- 
duce part of the family living.” 

Little River Farm Witmer J. YOuNG 

Abbeville, S.C. 


Price Control and Business. By George Katona. Bloomington, Indiana; The 
Principia Press, Inc., 1945. Pp. xi, 246. $3.00. 
This volume is the ninth in a series of monographs sponsored by The Cowles 
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Commission for Research in Economics. It contains the results of field studies 
conducted by the Committee on Price Control among producers and distributors 
of consumer goods in the Chicago area in the period 1942-44 for the purpose of 
studying the impact of price control on the civilian sector of American business. 

Although the primary purpose of the study was that just stated, a secondary 
purpose of almost equal worth was to determine the value of interviewing as an 
instrument of research. Every research worker who has had occasion to deal 
with the fluid stuff of current economic life has had the experience of being non- 
plussed by the inadequacy of the statistical data at his disposal. It sometimes 
takes an unconscionably long time for such data to become readily available. 
Moreover, the attitudes, practices, and sometimes informal decisions that give 
ultimate shape to statistical material never get recorded at all. 

In order to penetrate into the living body of the economic system at one 
chosen point, the Committee decided upon the use of the free-answer interview. 
The interest and co-operation of prospective respondents were enlisted by 
preliminary letters that were later followed by telephone appointments. After 
this came the interviews themselves. Although a questionnaire was the basis 
of the interviews, it was used chiefly as a device for the tabulation by the inter- 
viewers of answers elicited in the spontaneous discussion of concrete problems. 

This method, of course, yields a body of material that is full of life but which 
cannot always be easily evaluated. It suffers, too, because of the inability 
always to foresee significant points that should have been included in the ques- 
tionnaire but which have been omitted. These and other difficulties are fully 
recognized by the author. Nevertheless, it is his conclusion that this method- 
ological device may contribute in an important way to the widening and deepen- 
ing of economic knowledge and of economic theory. It would be especially 
valuable to supplement statistical surveys made over larger samples than are 
possible by using interviews alone. 

[If a reviewer may, without impropriety, interject himself into a book review, 
this one would like to add his testimony as to the value of the free-answer inter- 
view. On anumber of occasions he has found that only by this device could the 
real meaning of statistical data be uncovered. Without it, conclusions would 
have been little more than guesses and sometimes they would have been rather 
far from the truth.] 

With regard to the success of price control, this study concludes that it was 
successful in keeping prices below the level that they would otherwise have 
reached; that control could sometimes have been more effective than it actually 
was in preventing direct and indirect price increases; and finally that the price 
paid for control was not unduly high. Although success was hampered some- 
times by hostile business attitudes, it was often, too, hampered by inept and 
badly timed regulations. Selling above ceiling prices, quality deterioration, and 
other circumventions of control, however, were found to be not the exceptional 
activities of a minority of business concerns. They were widespread because the 
business community as a whole failed to realize that it should, in its own interest, 
have maintained price stability and that it had it within its power to do so. 
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They were the result of a failure by Government and private agencies to influence 
business attitudes and to shape public opinion to a sufficient degree. 
Federal Reserve Bank of Atlanta Earte L. RAUBER 


The Social Framework of the American Economy: An Introduction to Economics. 
By J. R. Hicks and A. G. Hart. New York: Oxford University Press, 1945. 
Pp. xvi, 261. $2.50. 

This slim volume represents an experiment in Anglo-American co-operation 
and an innovation in the teaching of elementary economics. Hicks is the Stan- 
ley Jevons Professor of Political Economy in the University of Manchester and 
Hart is Professor of Economics, Iowa State College. Hart has “‘translated’’ 
Hick’s original English text into American and refurbished it with American 
statistics. 

The innovation grows out of what Mr. Hicks calls the teacher’s dilemma. 
Should he begin with theory or with definitions and generalizations for which the 
student is experientially unprepared or with a dull collection of facts, enlivened, 
perhaps by a discussion of practical policies ‘“‘which it is hard to raise much above 
the intellectual level of political propaganda?” 

Mr. Hicks’ solution is a course in the anatomy of the economy which he calls 
Social Accounting. Its purpose is to show the student how to use government 
statistics to measure the income and wealth of the nation. He would follow 
this up with the traditional course in the theory of value and distribution, but 
if the student can have only one short course he thinks the course in Social Ac- 
counting should be preferred. Every teacher of elementary economics should 
read this book carefully and make up his own mind as to the validity of the con- 
tention. In any event, he will find it stimulating. 

Part I, consisting of 30 pages, is devoted to describing production and ex- 
change in a capitalistic society and equipping the student with a few basic con- 
cepts. Production is defined as “any activity directed to the satisfaction of other 
people’s wants through exchange.” Actually, isn’t production an activity de- 
signed to satisfy one’s own wants directly, or indirectly through creating some- 
thing for exchange? Is it desirable to use a term in such a fashion as to exclude 
a good deal of the productive activity of the world, simply because this type of 
activity is relatively unimportant in a few countries of advanced capitalism? 
Production, he proceeds, is time-consuming and results in the creation of pro- 
ducers’ goods and consumers’ goods which can be broken down into durable- 
use and single-use categories. The factors of production are Labor and Initial 
Equipment or Capital. The net output of a given period is consumption plus 
new equipment minus wear and tear of Initial Equipment. 

Part II (45 pages) deals with Labor as a factor of production: historic changes 
in population; ways in which the labor force is utilized in the United States; 
specialization; and problems connected with labor incentives. The treatment is 
clear and brief, but, as the authors frankly admit, cannot, with the tools of Social 
Accounting, come to grips with the problem of inequality nor with pressure- 
group efforts at mitigating inequality. The words, “trade unionism” and “‘col- 
lective bargaining” are not to be found here or anywhere else in the text. 
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Part IIT (39 pages) is similarly devoted to the factor, Capital. In connection 
with the discussion of fixed capital and inventories the student is introduced 
to “the acceleration principle” (without so labelling it) and shown its bearing 
on the problem of instability. A very brief description of the forms of business 
enterprise serves to make the student aware of the difference between physical 
assets and paper titles to ownership and of the necessity of avoiding double 
counting in moving from the wealth of the individual to the wealth of the nation 
or the National Capital. 

Part IV, entitled the Social Output, takes up the second half of the book. 
The problem here is the conversion of the aggregate output of firms into theso- 
cial output or the national income. After the method is explained, it is applied 
to the national incomes of Great Britain and the United States. A chapter on 
index numbers is used to show how allowance can be made for price changes in 
making time comparisons. A note in the Appendix on the pitfalls involved in 
international comparisons is recommended reading for those who make inter- 
regional comparisons within the United States. 

A final chapter deals with inequality of incomes between social groups, their 
causes and with the effects of taxing and spending on inequality. The authors 
believe that some, but not much equalization can be effected in this manner if 
incentives are to be preserved. They hold that inequalities in power are far 
more serious than inequalities in income. ‘The mere fact that [income] is so 
easily capable of being catalogued and measured means that there are ways of 
keeping [income inequality] in check. It is important that it should be kept in 
check. But it is still more important for the future of human freedom that we 
should not open the door to other devils in its place.” 

This very wise observation is, as the authors recognize, an admission of a 
shortcoming of Social Accounting, which necessarily confines itself to registering 
the results of past events. It provides no answers to questions about the prob- 
able consequences of social controls. For these, economic theory is essential 
and Hicks and Hart urge the student to go forward into this second and more 
important branch of economics. 

This is an admirable little book. My dissent is largely with the pedagogical 
soundness of the sequence advocated by the authors. If I could use only one 
text of the size of this one, I would prefer Supply and Demand by Hicks’ com- 
patriot, D. H. Henderson (‘“‘translated” and Americanized by A. I. Meyers per- 
haps) but better still would be the sequence Henderson to Hicks. 

Vanderbilt University J. V. Van SICKLE 


Statistical Year-Book of the League of Nations, 1942-1944, (Seventeenth issue). 
By League of Nations Economic Intelligence Service. Geneva: League 
of Nations, 1945. Pp.315. Price $3.50. 

War conditions have prevented the publication of this year-book since 1943, so 
that the present volume takes the place of two annual volumes. 

The tables are arranged according to subject matter with information per- 
taining to such individual nations as can be obtained. Topics covered are: 
population, 22 pages; vital statistics, 52 pages; employment and unemployment, 
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8 pages; agricultural production, 47 pages; mineral and industrial production, 45 
pages; price index numbers, 7 pages; currency and banking statistics, 44 pages; 
public finance, 31 pages; national income, 15 pages. Countries are grouped 
according to continents and names of countries are arranged in French geo- 
graphical order. Data are by years, sometimes beginning with 1929, and fre- 
quently (beginning with a more recent date) by months. The publication is in 
French and English in parallel columns. Metric units of measurement are used, 
but a table of conversion coefficients is given. 

The preface indicates that, in general, the tables in previous issues have been 
continued, although the table ““World Trade in Terms of Dollars” has been dis- 
continued. New tables in this issue deal with: (1) estimates of national income; 
(2) marriages; (3) marriage rates. Tables relating to government budgets and 
national debt have been recast, while the section on demography has been en- 
larged. The margin of error is larger in this issue because it was frequently 
necessary to use secondary data, and to make estimates where data were un- 
available so that world and continent totals could be recorded. Agencies whose 
aid are given special acknowledgment are the International Labor Office, the 
U. S. Department of Agriculture, the U. S. Department of Interior, and the 
Metropolitan Life Insurance Company. 

In the United States this work is distributed by the International Documents 
Service of the Columbia University Press. 

University of North Carolina Duprey J. CowDEN 
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ALABAMA 


The abrupt end of the Japanese War had no marked effect on the operations of 
basic Alabama industries such as iron and steel, coal, coke, cement and textiles. 
However, production dropped considerably in such industries as aircraft modi- 
fication, munitions, aluminum and shipbuilding. Employment in manufac- 
turing industries showed a continuous decline throughout 1945 and in November 
was 31 per cent below that of a year earlier. The composite index of industrial 
production in Alabama, adjusted for seasonal variation, reached a peak of 211 
per cent of the 1935-1939 level in July 1942, and has declined gradually since 
that time. During October and November of 1945 the index stood at 174 per 
cent and in December declined to 167 per cent of the 1935-1939 average month. 

The end of the war had no depressing effect on trade activity in the state inas- 
much as considerable gains over a year earlier were reported in retail sales, gaso- 
line sales and life insurance sales. Bank debits in most of the larger cities in the 
state showed gains over a year ago. 


* * * * * 


The Alabama State Legislature during its regular session of 1945 passed an act 
which in principle licensed every small loan company and created a Bureau of 
Loans in the Department of Commerce to enforce the various regulations stipu- 
lated in the Act. Although the Act does not define usurious rates of interest, 
there are enough regulations as to terms of loan, least monthly payment and type 
of records to be kept to eliminate eventually unscrupulous loan companies. 
Over 300 small loan companies are now licensed under this new Act. 

University of Alabama H. H. CuapmMan 


FLORIDA 


Two recent developments in the field of water transportation have attracted 
favorable attention. One of these is the anticipated resumption of coastwise 
shipping through the Atlantic Ocean. Water competition between Florida and 
the North Atlantic ports has for many years kept railway freight rates to these 
rich markets at a reasonable level. For example, in the thirties refrigerated 
ships carrying oranges and grapefruit to New York forced down the all-rail 
rates on citrus by more than fifty per cent. Also, because of coastwise water 
competition, the Interstate Commerce Commission has prescribed relatively 
low maximum class rates between the Florida peninsula and the Northeast as 
compared with those between the Florida peninsula and the Midwest. 

Similar in nature but different in form from the above, the second transporta- 
tion event of note is the consideration Congress is now giving to legislation ap- 
proving the agreement between the United States and Canada to construct the 
St. Lawrence Waterway and Power Project. As was just pointed out, almost 
all railroad freight rates between Florida points and the Midwest are higher per 
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mile than those between Florida points and North Atlantic ports. If the Great 
Lakes are opened to ocean-going vessels, as contemplated in the St. Lawrence 
agreement, railroad freight rates between Florida and Chicago, Cleveland, Mil- 
waukee and other mid-western markets may be lowered to the same level per mile 
as between Florida and New York City. 

The Federal Trade Commission has made a thorough analysis of transporta- 
tion costs of oranges and grapefruit hauled from Florida to Chicago and New 
York. It found that from October 1935 to November 1936 freight and transit 
costs on Florida oranges sold in New York City were 19 per cent of the whole- 
sale value per box. To Chicago the corresponding charges were 28 per cent of 
the wholesale value. On grapefruit sold in New York freight and other transit 
costs were 24 per cent of the wholesale value compared with 37 per cent on grape- 
fruit sold in Chicago. The sole reason why transportation costs absorb so much 
more of the Florida citrus wholesale dollar in Chicago than in New York is the 
higher rail rate to Chicago. From Lake Wales, a representative point of origin, 
to New York, 1,159 miles away, the rate on citrus in 1940 was 66.5 cents per 
100 pounds; to Chicago only 100 miles farther, the rate was 95 cents. 

Annual per capita consumption of oranges and grapefruit in the Midwest in 
the future is estimated to be 30 pounds and 10 pounds respectively. Each year 
the 22,000,000 Americans and 3,400,000 Canadians in the Great Lakes area will 
eat about 762,000,000 oranges and 254,000,000 pounds of grapefruit. 

About 36 per cent of United States citrus shipments takes place between 
April 15 and November 30, the period when the St. Lawrence River is not closed 
by ice. With this adjustment, it is estimated that in open season 237,000,000 
pounds of oranges and 79,200,000 pounds of grapefruit move into the United 
States-Great Lakes area, and 36,720,000 pounds of oranges and 12,240,000 
pounds of grapefruit move to Great Lakes Canada. Between 1929 and 1939 
Florida produced 39 per cent of the oranges and 73 per cent of the grapefruit 
consumed in the Midwest. If these proportions continue, approximately 91,- 
476,000 pounds of oranges and 57,895,000 pounds of grapefruit will move from 
Florida to United States points near the Great Lakes and 14,137,000 pounds of 
oranges and 8,947,000 pounds of grapefruit will move to Canada. 

Rail rates on citrus from Lake Wales, in the center of Florida’s citrus belt to 
the Great Lakes area are related to the Chicago carload rate of approximately 
95 cents per 100 pounds and vary upward from this amount to $1.18 on ship- 
ments to Duluth. The truck-water rate on citrus shipments from Lake Wales to 
New York averages about 48 cents. On the basis of this and other comparative 
truck-water rates on citrus, the probable Seaway rate on citrus from Lake Wales 
to Great Lakes points will average approximately 72 cents per 100 pounds. 
This includes 12 cents for trucking from Lake Wales to Jacksonville and an 
allowance for trucking charges to inland destinations more than fifty miles from 
Great Lakes ports. 

On the basis of these calculations the annual savings in transportation charge 
from shipping approximately 150,000,000 pounds of Florida citrus into the United 
States-Great Lakes area via the St. Lawrence Seaway will be about $358,000. 
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A reasonable estimate of savings on transporting citrus fruit from Florida to 
Canada via the St. Lawrence Seaway can be based upon a comparison of the 
Lake Wales to Montreal all-rail rate of $1.11}, in effect before World War II, 
with the assumed Seaway rate of 72 cents from Lake Wales to the Great Lakes 
region. The estimated 39 cents saving applied to the 23,084,000 pounds of 
Florida citrus expected to be consumed annually in the Canadian tributary 
area gives a yearly saving in freight cost of $90,027. 

Against the disadvantages of longer distance to the mid-continental region of 
North America, the St. Lawrence Seaway offers the following benefits and ad- 
vantages to the shipment of fresh citrus fruit from Florida: (1) Because of less 
road shock on water hauls the fruit will arrive at destination points in better 
condition than when shipped overland. (2) A more even distribution of citrus 
unloads in the different Great Lakes harbors will prevent congestion and glutted 
markets at North Atlantic ports. (3) Direct shipments to Lake ports will elimi- 
nate many long truck hauls and local rail freight changes, and will broaden the 
market for Florida fruit. (4) Return cargoes of dairy products, grains, ma- 
chinery and automobiles will be available for shipments to Florida consumers 
at reduced rates via the Seaway. 

By applying to the canned citrus industry the method used in estimating the 
potential St. Lawrence traffic in fresh citrus, it is possible to approximate the 
potential traffic and savings that might be expected in the transportation of the 
canned product from Florida into the markets of the Great Lakes through the 
deepened St. Lawrence River. In summary, the total annual savings the St. 
Lawrence Seaway would make possible on shipping fresh and canned citrus 
fruit from Florida into territory on both sides of the boundary near the Great 
Lakes would be approximately $559,400 distributed as follows: 


Potential Savings 
United States tributary area: 


Canadian tributary area: 
* * * * * 


The analysis of state income payments in the August 1945 issue of Survey 
of Current Business throws considerable light upon the effect of the war 
on Florida’s socio-economic structure. From 1929 to 1944 the proportion 
of the national income paid to Floridians increased from .84 per cent to 1.49 per 
cent. During the five years, 1940-44, income payments in Florida increased 
144 per cent compared with an increase of 95 per cent for the United States. In 
this period Florida’s income rose faster than that of 43 other states. 

As significant as it may be, the rapid comparative growth of Florida’s income 
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is not the whole story. Throughout the war the per cent of Florida’s total 
income contributed by war-industry payrolls and military payments was un- 
usually high. This indicates that the state’s share of the total income may be 
reduced to somewhat lower levels in the post-war period. Another important 
qualification is the relatively slow growth in per capita «come of Florida’s ci- 
vilian population. In 1944, Florida civilians received an average income of $938, 
the highest of any Southeastern state, but still considerably under the national 
average of $1,131. The percentage increases in per capita income of all in- 
dividuals, civilian and military, between 1940 and 1944 were, in Florida, 97.2, 
in the Southeast, 124.2, and in the United States, 94.3. 

The pertinent facts are that during the war Florida’s population grew faster 
than that of most states; that the proportion of the nation’s income received by 
Floridians greatly increased; that Florida continued to have the highest per 
capita income in the Southeast; but that Florida’s per capita income increased 
at a slower rate than that for the Southeast and remains far below the national 
per capita income. 


* * 4 * * 


The total investment in real estate for 1945 exceeded $450,000,000. Decem- 
ber, usually a slack month for realty transactions, was one of the most active in 
history. Although the turnover of real estate has not reached the proportions 
attained during the 1925 land boom, speculative tendencies are increasing and 
an inflation of real-estate values is a clear and growing danger. In recent months 
more tourists thar. ever before have poured into the state seeking to rent or buy 
residential sites; the return of war veterans has further increased the demand 
for houses and land. On the supply side, both public and private construction 
lag far behind need. Awareness of the danger of a runaway inflation of real- 
estate values seems to be negatived by the reckless psychology that always char- 
acterizes a boom. Throughout Florida, agitation for removal of rent ceilings 
gains apace. Recently this pressure caused the lifting of rent ceilings in the 
Sarasota area; and as the result, rents there shot upward immediately, and 
ceilings were quickly reimposed. 

* * * * * 


Latest Reserve statistics show that department store sales and debits to in- 
dividual bank accounts are increasing considerably faster than those of all other 
states in the Sixth District. This is true despite a decline in the December index 
for manufacturing employment to a point far below that of every other neighbor- 
ing state. Unemployment compensation payments in January reached the 
highest level in five years. 


* * * * * 


November witnessed the suspension of OPA price ceilings on citrus fruit. 
There followed spectacular rises in all classifications of citrus. High grade 
oranges sold in Detroit for more than ten dollars a box. By January the price 
situation in citrus was so far out of hand that the OPA restored the ceilings. 
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The original low estimates of 1945-46 citrus production have been discarded 
and new ones, revised sharply upward, have been issued. The latest forecast 
of citrus by the Bureau of Agricultural Economics is 86,000,000 boxes, 25 per 
cent more than last year and 7 per cent more than 1943-44 output, the previous 
record crop. 

In February, instances of dissatisfaction and worry over various agricultural 
problems were widespread. The supply of farm labor was far short of demand; 
celery growers, “harassed by low prices and heavy volume,” were planning to 
plow under part of the crop; tomato crops were threatened by a destructive 
fungus known as late blight, and the strawberry industry was clamoring for the 
removal of price ceilings. Finally, the optimism emanating from the rapidly 
progressing cattle industry was somewhat dampened by the reappearance of 
the dreaded Texas cattle-fever tick. Cattlemen have already taken measures 
to eradicate this dangerous threat to their industry. 

University of Florida WiiuraM H. Jousert 


KENTUCKY 


As this news note is being prepared, the biennial session of the General As- 
sembly passed the half-way mark without completing much of the legislation 
scheduled for action. The budget bill has not yet reached a test of strength. 
The Governor’s proposed budget varies only slightly from that now in effect, 
but the Legislative Council proposed the expenditure of approximately nine 
million dollars more for each of the two years. 

The bitter and long-drawn-out fight between the truckers who pressed for 
higher truck-weight limits on the highways and the opposition, headed by the 
railroads, came to a sudden end when both Houses enacted a measure increasing 
the allowed weights from 18,000 to 42,000 pounds. The Commissioner of High- 
ways is authorized to designate the routes over which the heavier vehicles may 
pass. In the welter of claims and counter claims little attention was given to the 
vital question—what classes of citizens of the state stand to benefit from the 
change. Actually neither farmers nor truck owners, as a class, have any use for 
trucks carrying more than nine tons. 

The Senate has acted favorably upon a “ripper’’ bill to emasculate the T.V.A. 
Enabling Act now in force. Proponents admitted that it was drawn by the 
president and legal counsel of the Kentucky Utilities Company. It has also 
acted favorably upon a measure to remove ninety per cent of the tax on farm- 
used gasoline. The House has passed a bill to enable school districts to levy a 
maximum rate of $1.50 on each $100 of assessed property valuation. The “ceil- 
ing” for many districts is now seventy-five cents. 

Income tax repeal was dealt a death blow when the House voted to table the 


bill. Even proponents of repeal admitted that the tax would remain in effect 
for at least two years more. 


* * * * * 


The terrible mine disaster which claimed the lives of twenty-four persons in 
December brought to a head discontent of long standing over the fact that 
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workmen’s compensation in the state is not complete in its coverage, even in the 
coal mines. Compulsory compliance was overruled some years back by the 
Court of Appeals. The refusal of the United Mine Workers to permit members 
to work in uninsured mines may do in that industry what the legislative bodies 
have been unable to do so far—provide complete coverage. Few other groups 
can expect to be so successful. Another outgrowth of the disaster may be a 
thorough investigation of the inspection which has been given to coal mines. 
It is undoubtedly true that insufficient funds have been provided for this service. 
One proposal is a tax of one-half cent a ton on coal mined in the state to provide 
adequate inspection. 


* * * * * 


Tobacco growers who were late getting their crop on the market were much 
disappointed over the sharp drop in price that saw the average price decline 
over ten cents a pound. It remains to be seen what effect this decline will have 
on the attitude of growers toward acreage restriction programs. It is becoming 
more evident that burley and bright-leaf tobaccos are more competitive than 
had been thought to be the case. 


University of Kentucky RopMAN SULLIVAN 


MISSISSIPPI 


The year of 1945 was in general an excellent business year in Mississippi. 
The Index of Trade activity of the University of Mississippi Bureau of Business 
Research reached its highest level since the figures were begun in 1928 when it 
hit 242 in November. In December it fell back only slightly to 241. Move- 
ments in the state index have continued to show a very high degree of cor- 
relation with movements in the national figure. This correlation has been par- 
ticularly noticeable since 1941. 


* * * * * 


Bank debits for the year were well above 1944. August and September were 
the only individual months showing declines and these may be accounted for by 
the slowness of this year’s cotton crop movement. Sales tax collections reached 
their highest level with collections of $15,299,904 in 1945 as compared to $13,- 
740,266 in 1944. The registration license tax paid by new businesses increased 
34 per cent over the figure for 1944. Life insurance sales reached their highest 
level in sixteen years during 1945 with sales of over $54,000,000. 


* * * * * 


The severance taxes collected on timber and oil indicate continued high pro- 
duction in both these fields. The timber severance-tax income was just barely 
above the figure for last year. The oil severance tax, which was first collected 
in April 1944, has with the exception of November been above the 1944 figures. 
The 1945 collections indicate a crude petroleum production of about 20,000,000 
barrels. 


University of Mississippi Francis 8. Scorr 
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SOUTH CAROLINA 


Textile activity, measured in terms of number of bales of cotton spun into 
yarn, continues to decline. Consumption of cotton by South Carolina mills 
during the fourth quarter of 1945 was 10 per cent less than during the correspond- 
ing period a year earlier and 20 per cent less than during the fourth quarter of 
1942, the record consumption year. Building permits for November 1945, 
however, were more than four times as large as in November 1944, and con- 
struction contracts awarded showed an even greater percentage increase, accord- 
ing to the Federal Reserve Bank of Richmond. Debits to individual accounts of 
member banks were about 11 per cent higher than a year earlier. The increase 
was greater in Columbia and Spartanburg than in Greenville and Charleston. 
Retail furniture sales were up about 30 per cent as compared with a year earlier. 


* * * * * 


Although some indications of industrial activity reflected a decline, income of 
individuals and corporations was higher in 1945 than in 1944. Federal income 
taxes collected during the last half of 1945 totalled $73,806,000 as compared 
with $70,004,000 during the corresponding period in 1944. Withholding taxes 
collected were up $2,088,000 and other income taxes paid were up $1,715,000. 
Had the income from corporations been no higher during the second half of 
1945 than during the second half of 1944, collections would have been less be- 
cause corporations were permitted to deduct post-war refund credits currently 
during the latter period instead of being required to make such payments and 
receive bonds for later redemption. 


* * * * * 


Unemployment benefits paid by the South Carolina Unemployment Com- 
pensation Commission increased slightly in 1945 over 1944, the first time since 
1940 that current payments exceeded payments made the previous year. Un- 
employment benefits paid decreased from a high of $2,327,000 in 1940 to $255,000 
in 1944. In 1945 they totalled $393,000, a slight increase over the low in 1944. 
Receipts during 1945 totalled $5,442,000 and the reserve balance was increased 
to $39,256,000. The increase in payments during the latter part of the year was 
attributed largely to the reconversion program of industry and the demobiliza- 
tion of the armed forces. There was a decline in suitable job-openings for 
women; material shortages persisted in nearly every field of industry; employers 
became more exacting in requirements of labor; and some civilians were replaced 
by returning veterans. 


* * * * * 


Payments made under the Servicemen’s Readjustment Allowances increased 
from $26,000 in February 1945 to $504,000 in December 1945. The big increase 
came during the last four months of the year. Total payments under the Ser- 
vicemen’s Readjustment Allowances in 1945 amounted to $1,385,000. It is 
of interest to note that the proportion of veterans obtaining servicemen’s allow- 
ances remains small. Of the 102,000 servicemen discharged through January 7, 
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1946, only 5.8 per cent were drawing servicemen’s unemployment allowances. 
However, payment under the Servicemen’s Readjustment Allowances was six 
times that paid workers covered by the South Carolina Unemployment Com- 
pensation Commission. 


* * * * * 


Appropriations totalling $24,313,000 for the operation of the government of 
South Carolina for the fiscal year 1945-1946 have been recommended by the 
Budget Commission in its report to the Legislature. Recommendations repre- 
sented a reduction of $1,650,000 from the current appropriations of $25,963,000. 
Some items of expenditure, however, are being increased and it is doubtful if 
1946-1947 appropriations will be any smaller than the 1945-1946 figure. 

Appropriations recommended for 1946-1947 were the same as those provided 
a year earlier for the University of South Carolina, Clemson College, Winthrop 
College, and The Citadel. Recommended appropriations for the Medical 
College and the State Colored College were smaller than those for 1945-1946. 


* * * * * 


The 1946 agricultural production goals adopted by the State Agricultural 
Council call for an increased acreage of practically all crops except peanuts. A 
small increase in the production of meat animals, eggs, and dairy products is 
also asked. The State Agricultural Council objected to any reduction in the 
production of livestock and livestock products, although from a national stand- 
point reductions appear desirable. South Carolina is a deficit state in the pro- 
duction of meat, eggs, and dairy products, and many farmers can further expand 
the production of these products without drawing heavily upon feed produced 
in other areas. 


* * * * * 


The sale of government bonds in South Carolina during the Eighth War Loan 
Drive totalled $73,272,000. The sale of E bonds amounted to $15,367,000. 
The campaign quota called for the sale of $15,000,000 of E bonds and total sales 
of $38,000,000. Total sales in South Carolina from May 1, 1941 through De- 
cember 31, 1945 (end of Eighth War Loan Drive) amounted to $695,857,000. 
During this period the sale of E bonds amounted to $263,282,000. Apparently 
the purchase of bonds through payroll deductions will be continued generally. 
This practice is looked upon with favor by many since it promotes thrift on the 
part of people working for salaries and wages and tends to keep down inflation. 

Farm Credit Administration, GLENN R. SmirH 

Columbia, S. C. 


VIRGINIA 


In the early months of 1945 business conditions continued good in Virginia. 
Although employment in manufacturing industries continued, a gradual de- 
cline has been taking place since the wartime peak was reached in 1943. Retail 
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sales were maintained at a high level. According to figures reported by the Fifth 
Federal Reserve Bank, Virginia department store sales in 1945 were 11 per cent 
above 1944 sales, and 1945 retail furniture sales were 14 per cent above 1944. 
The labor market, however, has been noticeably affected by the return of veterans 
in large numbers. By the end of January, over 180,000 of Virginia’s 275,000 
service men and women had returned, and employment requests were mounting 
at the U. S. Employment Service offices. Over 32,000 active registrations were 
on file while, paradoxically, about 16,000 job openings were listed. Most of the 
jobs available were in the lower grades of work, and the applications were largely 
for skilled jobs and white-collar positions. 


* * * * * 


In 1945 Virginia farmers harvested 3,874,000 acres of principal crops, about 
two per cent less than in 1944, but almost three per cent above the ten-year 
average during 1934-43. The total farm value of the principal crops was 237 
million dollars, also about two per cent below the 1944 total farm value. The 
decline in total value from 1944 resulted primarily from a sharp drop in the value 
of the 1945 fruit crops of apples and peaches, among the smallest in the state’s 
history. The price level showed no marked change from 1944, with some crop 
averages being slightly above and some below the previous year’s levels. 

Among the most striking crop developments in 1944 were: corn with the small- 
est average since 1868 had the highest yield per acre on record and the largest 
total production since 1923; the yield per acre of oats was the highest on record 
and the total production was the largest since 1898, with the exception of 1931; 
the highest tonnage of hay ever recorded in Virginia was produced; the com- 
bined yield per acre for all types of tobacco established a new high record, with 
the total production of all types the largest since 1923. 

On the other hand, growers in Virginia harvested the smallest sweet-potato 
acreage since 1892, except for two years with the same acreage; cotton acreage 
was the lowest since 1908; Irish potato acreage was the smallest since 1904; 
and the peanut yield per acre and total production were the lowest since 1938. 

During 1945, commercial hatcheries in Virginia produced a total of 43,237,000 
chickens, an increase of 23 per cent over 1944 and 13 per cent above the pre- 
vous high record in 1943. The total farm cash income from poultry amounted 

‘to approximately $75,000,000, about ten million dollars more than the total 
value of the state’s tobacco crop. Virginia now ranks next to Delaware as the 
country’s leading broiler-producing state. 1,039 million eggs were produced 
in 1945. 

Farm wage rates on January 1, 1946 continued the upward trend evidenced 
during the war years. Wage rates per day, with board, averaged $3.10, com- 
pared with $2.75 one year ago. The average rate per day without board was 
$3.70, a new high record, and compares with $3.35 on January 1, 1945. Ona 
monthly basis, wage rates with board averaged $52.00, compared with $46.00 
one year before, while rates without board were $72.25 compared with $62.00 
on January 1, 1945. 
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A study of the comparative costs of county government in Virginia over the 
past ten years was made in 1945 by the State Auditor of Public Accounts. In 
1935 the 100 counties in Virginia received $19,408,238 in total revenues, 67 per 
cent of which come from local sources, 31 per cent from the state, and two per 
cent from the Federal government. In 1944 total revenues amounted to $39,- 
121,388, 52 per cent of which was derived from local sources, 42 per cent from 
the state, and six per cent from the Federal government. Important factors in 
the need for increased revenues were heavy boosts in appropriations for educa- 
tion, public welfare, public works, and crime prevention. The report pointed 
out that during the ten-year period the amount of delinquent taxes decreased 
constantly, dropping from 16 per cent of the total assessed in 1935 to 8 per cent 


in 1944. The gross debt of the 100 counties amounted to $24,880,262 in 1935 
and $24,461,377 last year. 


* * * * * 


On February 8, 1946 both houses of the Virginia General Assembly, stimu- 
lated by the recent unionization of several hundred employees of the City of 
Richmond, passed the following resolution: “It is contrary to the public policy 
of Virginia for any state, county or municipal officer or agent to be vested with 
or possess any authority to recognize any labor union as a representative of any 
public officers or employees or to negotiate with any such union or its agents 
with respect to any matter relating to them or their employment or service. 
Nothing in this resolution shall be construed to prevent employees of the state, 
its political subdivisions, or of any governmental agency or any of them from 
forming organizations not affiliated with any labor union for the purpose of dis- 
cussing with the employing agency the conditions of their employment, but not 
claiming the right to strike.” Although the resolution does not have the force 
of law, it indicates the current attitude of Virginia’s lawmakers toward the or- 
ganization of public employees into locals affiliated with national unions. 

University of Richmond Grorce M. Mop.in 
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PERSONNEL NOTES 


The following names have recently been added to the membership of the 
Southern Economic Association: 

Barron, James E., College of Commerce, Louisiana State University, Baton 
Rouge, Louisiana 

Bicknell, R. S., 1516 Sunset Road, Chattanooga 5, Tennessee 

Biscoe, Alvin B., Dean, College of Business Administration, University of 
Georgia, Athens, Ga. 

Breidenbach, O. H., Box 294, Southwestern Louisiana Institute, Lafayette, 
La. 

Caldwell, S. A., Dean of Junior Division at Louisiana State University, Baton 
Rouge, La. 

Charles, A. Aldo, Mary Washington College, Fredericksburg, Va. 

Cochran, Lou, Florida State College for Women, Tallahassee, Fla. 

Cornish, R. 8., 765 S. Milledge Avenue, Athens, Ga. 

Covington, Esabelle 8., Head, Department of Economics, Salem College, 

'% Winston-Salem, N. C. 

Dodd, James Harvey, Mary Washington College, Fredericksburg, Va. 

Douty, Kenneth, Georgia State Director, Textile Workers of America, CIO, 
75 Ivy St., NE, Atlanta, Ga. 

Ellis, Herman A., Bureau of Business Research, University of Kentucky, 
Lexington, Ky. 

Floyd, Joe S., Jr., College of William and Mary, Williamsburg, Va. 

Haines, Clarence H., c/o Harvard Trust Company, Cambridge, Mass. 

Hays, Walter L., President, American Fire & Casualty Co., Box 2753, Or- 
lando, Florida. 

Heath, Milton S., University of North Carolina, Chapel Hill, N. C. 

Heckman, H. M., School of Commerce, University of Georgia, Athens, Ga. 

Hibbard, Ford, Bureau of Population and Economic Research, Peabody Hall, 
University of Virginia, Charlottesville, Va. 

Hoover, Calvin B., Dean, Graduate School of Arts and Sciences, Duke Uni- 
versity, Durham, N. C. 

Horne, M. K., Jr., 4304 S. 16th St., Arlington, Va. 

Montgomery, J. P., 2161 Terrace Ave., Baton Rouge, La. 

Natusch, Gertrude E., Instructor in Economics, Agnes Scott College, De- 


catur, Ga. 

Oliver, Henry M., Jr., Abernethy Hall, University of North Carolina, Chapel 
Hill, N. C. : 

Phillips, William J., Box 422, Southwestern Louisiana Institute, Lafayette, 
La. 

Reyer, Karl D., School of Commerce, Louisiana State University, Baton 
Rouge, La. 

Segrest, Robert T., 250 S. Milledge Ave., Athens, Ga. 
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Sievers, Allen M., The Woman’s College of the University of North Carolina, 
Greensboro, N. C. 

Starnes, George T., Box 1301, University Station, Charlottesville, Va. 

Sublette, Myrick, Mary Washington College, Fredericksburg, Va. 

Sutton, Glenn W., School of Commerce, University of Georgia, Athens, Ga. 

Thomas, Ruth E., White Hall, University of Kentucky, Lexington, Ky. 

Thompson, Carey C., Dean, Amarillo College, Amarillo, Texas 

Wengert, E. S., Sweet Briar College, Sweet Briar, Va. 

Whitehill, Arthur M., Bureau of Industrial Research, University of Virginia, 
Charlottesville, Va. 

Worcester, Dean A., Jr., College of Business Administration, University of 
Georgia, Athens, Ga. 

Young, W. Maurice, College of Commerce, Louisiana State University, Baton 
Rouge 3, Louisiana 


* * * * 
Members recently appointed to the staff of the College of Business Adminis- 
tration of the University of Florida are as follows: 
Dr. Brant Bonner, associate professor of economics 
Mr. A. Ross Evans, C.P.A., associate professor of accounting 
Mr. William F. Moshier, assistant professor of accounting 
* * * * a 


Charles Anson, who has been on leave from Roanoke College with the OPA, 
is spending the winter and spring quarters as visiting lecturer in economics and 
commerce at the University of North Carolina. 


* * * * 


Edward K. Austin has returned to the University of Alabama after several 
years in the military services. Mr. Austin has been transferred from the 
University Center in Birmingham to the School of Commerce and Business 
Administration at Tuscaloosa, with the rank of associate professor. 


* * * 


Rue L. Beale has resumed his teaching duties in the Department of Social 
Science at Murray (Ky.) Teachers College after serving in the Louisville Office 
of Price Administration. 


* * * * * 


Clyde Carter has been appointed instructor in business law in the School of 
Commerce at the University of North Carolina and took up his duties at the 
opening of the winter quarter. 


* * * * * 


James E. Chace has been named acting head of the department of real estate 
and insurance in the College of Business Administration of the University of 
Florida. This department was authorized by the 1945 State Legislature. 
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Merrill DeVoe, instructor in business organization at Ohio State University, 
has accepted a position as associate professor of economics in the University of 
Kentucky College of Commerce. 


* * * * * 


Richard Eastwood has resumed his work in the Extension Division of the 
University of Alabama after a period of service in the Navy. During the winter 
quarter he is teaching courses in economics in the School of Commerce and 
Business Administration. 


* * * * * 


A. T. Griffin, head of the department of economics and commerce at Furman 
University, who has been on leave with the War Labor Board, is serving as visit- 
ing lecturer in economics at the University of North Carolina for the winter and 
spring quarters. 


* * * * * 


Harold M. Heckman, professor of accounting, returned to the College of 
Business Administration, University of Georgia, on January 1, 1946. He has 
been serving as Assistant Treasurer and Chief Accountant of the St. Johns 
Shipbuilding Company, Jacksonville, Florida. 


* * * * * 


Rienzi W. Jennings, head of the department of commerce at Morehead (Ky.) 
Teachers College has returned to the school after serving in the armed forces. 


* * * * * 


David McKinney, of the department of economics and sociology, Western 
Kentucky Teachers College, has been granted a leave to do research work in the 
Kentucky Department of Revenue. 


* * * * * 


Henry M. Oliver, Jr. has received his discharge from the Navy and has been 
appointed acting associate professor of economics at the University of North 
Carolina. 


* * * * * 


Professor C. W. Phelps of the University of Chattanooga, Chattanooga, Ten- 
nessee, served as Senior Economist of the Federal Reserve Bank of Atlanta 
during the summer of 1945. 


* * * * * 


The School of Commerce and Business Administration of the University of 
Alabama announces the appointment of J. Bland Pope as assistant professor of 
accounting and R. M. Havens as assistant professor of economics. Mr. Pope is 
a C.P.A. and holds a Ph.D. degree from the University of Texas. Mr. Havens 
received his Ph.D. degree from Duke University. 
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Earl Powers after four years in the Army, during which he rose from the rank 
of Second Lieutenant to Lieutenant Colonel, has returned to the faculty of the 
College of Business Administration of the University of Florida as associate 
professor of accounting. 


* * * * * 


Alfred G. Smith, Jr. is returning to the University of South Carolina as adjunct 
professor of economics after two years in the United States Navy as Lieutenant 
(junior grade). 

* * * * * 


R. L. Stallings has received his discharge from the Navy and has resumed his 
position as instructor in accounting in the University of North Carolina at the 
opening of the winter quarter. 


* * * * * 


Robert T. Segrest, associate professor of economics and assistant dean of the 
College of Business Administration, University of Georgia, returned to the 
University January 1, 1946. He had served as Wage Stabilization Director and 
later as Vice-Chairman of the Fourth Regional War Labor Board in Atlanta. 
He has been appointed a part-time public member of the Regional Wage Stabiliza- 
tion Board in Atlanta. 

* * * * * 

George W. Tomlin, who has been serving as district price executive in South 
Carolina with the Office of Price Administration for the past three and one-half 
years, has resumed his teaching activities at the University of South Carolina. 
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BOOKS RECEIVED 


Economic Analysis and Problems. By John F.Cronin. New York: American Book Com- 
pany, 1945. Pp. xv, 623. $3.75. 

One Foot on the Soil. By Paul W. Wager. University, Alabama: Bureau of Public Ad- 
ministration, University of Alabama, 1945. Pp. xiv, 230. 

Voting Restrictions in the 13 Southern States. Atlanta, Georgia: Committee of Editors and 
Writers of the South, 1945. Pp. 25. 

100% Money. By Irving Fisher. New Haven, Conn.: The City Printing Company. 
Pp. xxiv, 257. $1.00. 

How to Raise Wages without Increasing Prices. By Walter P. Reuther. Atlanta: Advi- 
sory Council CIO War Labor Board Members, 1120 Candler Building, 1945. Pp. 32. 

Wages and Wage Rates of Hired Farm Workers. Survey of Wages and Wage Rates in 
Agriculture, Report Number 4. Washington: United States Department of Agricul- 
ture, Bureau of Agricultural Economics, 1945. Pp. 56. 

Labor Savings in American Industry. By Solomon Fabricant. New York: National Bu- 
reau of Economic Research, 1945. Pp. iv, 52. 50¢. 

Trabajo y Prevision Social, June, July and August issues, 1945. This is a monthly review 
published by the Department of Social Informations of the Labor and Social Prevision 
Ministry of Mexico. 

The British Balance-of-Payments Problem. By Arthur I. Bloomfield. Princeton, New 
Jersey: International Finance Section, Department of Economics and Social Institu- 
tions, Princeton University, 1945. Pp. 28. 

A Cartel Policy for the United Nations. Corwin D. Edwards, Editor. New York: Colum- 
bia University Press, 1945. Pp. vii, 124. $1.25. 

Seasonal Farm Labor in the United States. By Harry Schwartz. New York: Columbia 
University Press, 1945. Pp. xiii, 172. $2.25. 

Inflation and the American Economy. By Seymour E. Harris. New York: McGraw-Hill 
Book Company, 1945. Pp. xxiv, 559. $5.00. 

Memoria de Labores, September 1943 to August 1944. Mexico City: Secretaria del 
Trabajo y Prevision Social, 1944. 

Tomorrow’s Trade. By Stuart Chase. New York: The Twentieth Century Fund, 1945. 
Pp. x, 156. $1.00. 

Agriculture in an Unstable Economy. By Theodore W. Schultz. New York: McGraw- 
Hill Book Company, 1945. Pp. xix, 299. $2.75. 

Budgetary and Financial Administration in the United States Forest Service Department of 
Agriculture. Study Number III of Federal Fiscal Series. Washington: The American 
University Press, 1945. Pp. 31. 50¢. 

Wartime Budgetary Practice of the United States Coast Guard. Study Number VI of Fed- 
eral Fiscal Series. Washington: The American University Press, 1945. Pp.41. 50¢. 

Development of Budgetary Administration within the General Accounting Ojfice of the United 
States Government. Study Number VII of Federal Fiscal Series. Washington: The 
American University Press, 1945. Pp. 41. 50¢. 

World Politics Faces Economics. By Harold D. Lasswell. New York: McGraw-Hill 
Company, Inc., 1945. Pp. x, 106. 

Job Guide. Edited by Sydney H. Kasper. Washington: Public Affairs Press, American 
Council on Public Affairs, 1945. Pp. v, 193. Cloth edition: $2.50; paper edition: 
$2.00. 
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International Cartels. By Ervin Hexner. Chapel Hill: University of North Carolina 
Press, 1945. Pp. x, 555. $6.00. 

A Report on the Office of Censorship. Washington, United States Government Printing 
Office, 1945. Pp. 54. 

Land Market Survey in the Appalachian Region. Washington: United States Department 
of Agriculture, Bureau of Agricultural Economics, 1945. Pp. 23. 

Great Britain in the World Economy. By Alfred Edward Kahn. New York: Columbia 
University Press, 1946. Pp. xvii, 314. $4.00. 

Negro Labor. By Robert C. Weaver. New York: Harcourt, Brace and Company, 1946. 
Pp. xiv, 329. $3.00. 

Statistical Year-Book of the League of Nations, 1942-44. Seventeenth Issue. New York: 
Columbia University Press, 1945. Pp. 315. $3.50. 

Planning for Jobs. Edited by Lyle Fitch and Horace Taylor. Philadelphia: The 
Blakiston Company, 1946. Pp. xxii, 463. $3.75. 

The Social Problems of an Industrial Civilization. By Elton Mayo. Boston: Division of 
Research, Graduate School of Business Administration, Harvard University, 1945. 
Pp. xvi, 150. $2.50. 

The Milk Industry. By Roland W. Bartlett. New York: The Ronald Press Company, 
1946. Pp. xii, 282. $4.50. 

International Payments: A Science. By Ray Ovid Hall. Washington: Storage Bookshop 
(420 10th St., N. W.), 1946. Pp. xi, 124. $4.00. 

The Mandates System, Origin—Principles—A pplication. League of Nations. Distrib- 
uted in the United States by International Documents Service, Columbia University 
Press, New York. 1945. Pp.120. $1.00. , 

The Economics of the Pacific Coast Petroleum Industry. Part 2: Price Behavior and Com- 
petition. By JoeS. Bain. Berkeley and Los Angeles: University of California Press, 
1945. Pp. xv, 438. $6.00. 

Domestic Cotton Surplus Disposal Programs. By Edgar H. Omohundro, Nathan B. Sa- 
lant, Maurice R. Cooper and L. D. Howell. Miscellaneous Publication No. 577. 
Washington: U.S. Department of Agriculture, 1945. 

Trabajo y Prevision Social, Volume XXV, No. 92, September 1945. Published in 
Mexico. 

The Advancement of Science, Vol. III, No. 11. Published by the British Association for 
the Advancement of Science, London. Price: Five shillings. 

Postwar Issues in the Petroleum Industry. By Walter H. Voskuil. Business Studies 
Number Three. Urbana, Illinois: University of Illinois, College of Commerce and 
Business Administration, Bureau of Economic and Business Research, 1945. Pp. 32. 

Economic Demography of Eastern and Southern Europe. By Wilbert E. Moore. Geneva: 
League of Nations, 1945. Distributed in the United States by International Documents 
Service, Columbia University Press, New York. Pp. 299. $3.00. 

The Bogey of Economic Maturity. By George Terborgh. Chicago: Machinery and Allied 
Products Institute, 1945. Pp. xviii, 263. $3.00. 

Some Financial Trends of Commercial Banks of Philadelphia, Pennsylvania, 1915-1941. 
By Rev. Edward John Burns. Washington: The Catholic University of America Press, 
1945. Pp. x, 122. $1.50. 

Income from Independent Professional Practice. By Miltcn Friedman and Simon Kuznets. 
New York: National Bureau of Economic Research, 1945. Pp. xxxiii, 599. $4.50. 
Contemporary Foreign Governments. By Herman Beukema, William M. Geer and Asso- 

ciates. New York: Rinehart & Company, Inc., 1946. Pp. xxi, 362. $3.50. 

Housing Policy. Montreal, Canada: International Labour Office, 1945. Pp.i, 28. 25¢. 
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Coming in August 


IN] USTRIAL AND 
COMMERCIAL 
GEOGRAPHY 


Revised Edition 


by J. RUSSELL SMITH, Emeritus Columbia University 
and M. OGDEN PHILLIPS, Washington and Lee University 


We take special pleasure in announcing the revision of this out- 
standing text for college courses. It is, we believe, a particularly 
significant contribution in view of the radical shifting of dominance 
in recent years from agricultural to industrial power, and the resultant 
changes throughout the world in the ways in which men work and 
live. The insight into geographical and economic conditions and 
the exceptional quality of writing displayed in this up-to-date account, 
plus a choice collection of pertinent maps, graphs, and photographs, 
make the publication of this new edition an event of major im- 
portance for teachers and students alike. 


HOLT NEW YORK 


When you write to our advertisers, please mention The Southern Economic Journal 
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Getting Into Foreign Trade 
By Eugene Van Cleef, Professor of Geography; in charge, Foreign Trade Curricu- 
lum, Ohio State University. 


Gives a brief, unadorned, clear-cut picture of foreign trade operations today. 
Purpose is to reveal to those interested how they may go about getting a start in the 
field, either as exporters or importers of goods or for careers in government service. 


160 pages. Price to be announced 


Marketing in the West 


Edited by Nathanael H. Engle, Director, Bureau of Business Research, College of 


Economics and Business, University of Washington. Spronsorep By Paciric Ap- 
VERTISING ASSOCIATION. 


This study by a group of marketing specialists presents a survey of the oppor- 
tunities for distribution in western markets. Includes a representative selection 
of the prominent industries of this section, thus providing a comprehensive pattern 
for guidance in dealing with this expanding market. 250 pages. $3.50 


The Milk Industry 


A Comprehensive Survey of Production, Distribution and Economic 
Importance—by Roland W. Bartlett, Ph.D., Professor of Agricultural Economics, 
University of Illinois. 

This is an authoritative, nation-wide study dealing with the economic aspects 
of one of our major industries—the production and distribution of milk and its 
products. Purpose is to point out the possibilities in this industry, present facts 
about conditions in it, show how monopolistic and other situations retard expan- 
sion, and suggest practical remedies for existing faults. 300 pages. $4.50 


Australia -The New Customer 


A Commercial and Economic Survey by Howard Daniel and Minnie Belle. 

Here is the data American business men want about Australia as a market, as 
revealed by the authors’ experience while in charge of the Information Office at the 
Australia War Supplies Procurement Agency. Offers 500 pages of organized, 
pertinent facts on the country itself and the Australian customer. 


Advertising to the Mass Market 


By James Davis Woolf, Vice President, J. Walter Thompson Company 

This book presents specific ideas or principles which will be of help to those 
intrusted with the difficult and important task of writing advertising that will 
persuade millions of people. Illustrations and text help construct advertisements 
that let universal longings, hopes, fears, and faith exert their fullest motivating 


power. 133 pages. $3.50 
THE RONALD PRESS COMPANY, Publishers 
15 East 26th Street ——, New York 10, N. Y. 
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BOOKS for these times 


NEW BOOKS dealing with problems of 


fabor and Management 


| Labor Problems 


™ By W. V. Owen, Professor of Economics, Purdue University 

y. Here is a compact, analytic text for the college survey course in labor relations 
he which is singularly free from the usual multitude of statistics and details which 
e. tend to obscure the real purposes of the course. The labor market concept, which 
ed the author has found to be most effective in his own classes, is used throughout. 


566 pages. Price to be announced 
| Labor-Management Economics 


A Basic, Practical Summary 

By W. V. Owen, Professor of Economics, Purdue University, in collaboration with 
oe Stevenson, Jordan and Harrison, Inc., Management Engineers 

50 This timely volume presents a simply organized, understandable expression of 
the economic factors which underlie the problems in industrial disputes. Covers 
factors affecting the employer, employee and industrial relations. Considers the 
ic forces and relationships which make up the economic framework and the economics 
CS, of production, marketing and consumption. 120 pages. Price to be announced 


ts | Job Evaluation Methods 


By Charles W. Lytle, Professor of Industrial Engineering, New York University 

50 Here is the first comprehensive presentation of one of the newer developments 
in industrial relations. Explains in detail all current methods and techniques of 
job evaluation and compares them as to fundamentals and procedures. Gives the 
first organized explanation of building rating structures and developing a success- 


ree ful plan fitted to individual company needs. 3829 pages. $6.00 
he 
dl, Time Study and Motion Economy 
| By Robert Lee Morrow, Consulting Engineer, Adjunct Professor in Administra- 
tive Engineering, College of Engineering, New York University 
Gives the most up-to-date procedures, details of methods improvements, com- 
plete calculations, and results obtained from time and motion study practices. 
‘al Included are the first organized presentation of applying time studies to the balanc- 
rts ing of work on conveyor lines, and reference tables of feeds, speeds and other data 
ng for metal working operations. Excellent college text. 383 pages. $5.00 
50 
rs! THE RONALD PRESS COMPANY, Publishers 
, 15 East 26th Street —_— New York 10, N. Y, 
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THE 
ECONOMICS 
OF 
PEACE 


Iowa State College 


By Kenneth Boulding, 


e@ A clear, understandable account of the 
progress of economic thought in the last 25 
years, this popular book probes and analyzes 
the moral and political forces which operate 
in the economic solutions of peace. It ex- 
plains why there are poverty, depressions 
and wars, and offers a clear, practical pro- 
gram for preventing all three. Together 
with a discussion of the problems of human 
and capital reconstruction, a searching anal- 
ysis is conducted into financial policies, 
inflation, relief, unemployment and the dis- 
tribution of wealth and income. 


312 pages College List, $2.75 


ECONOMIC 
ANALYSIS 
AND 
PUBLIC 
POLICY 


By M. J. Bowman 
and G. L. Bach 


When you write to our advertisers, please mention The Southern Economic Journal 


@ Providing a sound introduction to eco- 
nomics, this study closely integrates theo- 
retical framework and institutional data, 
while the treatment of value and distribution 
is based on the most modern developments. 
Applications of theory are made to the 
understanding of significant economic prob- 
lems, and the student is repeatedly shown 
the nature of scientific method in applying 
economic analysis to questions of public 


policy. 


935 pages College List, $4.50 


Send for your approval copies 
PRENTICE-HALL, INC., 


70 Fifth Avenue, New York 11 


American Economic Review 


VOLUME XXXVI MARCH 1946 NUMBER ONE 
Contents 
National Budgets and National Policy..................200-0-:: Jacob Mosak 


Psychological Analysis of Economic Decisions and Expectations. . .George Katona 
Shortcomings of Marginal Analysis for Wage-Employment Problems. .R. A. Lester 


Note on Hicks’s Theory of Invention. ...............sccccccccees G. F. Bloom 
The Soviet Union’s War Budgets............... T. A. Sumberg 
Family Size and Residential Construction..................+s000-. Eric Schiff 


Communications, Reviews, Periodicals, and Notes 


The American Economic Review, a quarterly, is the official publication of the American 
Economic Association and is sent to allmembers. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, editor, AMeRIcAN Economic Review, % Social 
Science Research Council, 726 Jackson Place, N. W., Washington, D. C. (temporary address) ; 
for information concerning other publications and activities of the Association, communicate 
with the Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, 
Northwestern University, Evanston, Illinois. Send for information booklet. 


JOURNAL OF 
POLITICAL ECONOMY 


Edited by JACOB VINER and F. H. KNIGHT 
Department of Economics, The University of Chicago 
The April, 1946, and later issues will contain: 
NeEuMANN’s AND MorGENSTERN’s New Approacs To Static Economics 
By Jacob Marschak 
ExpERIENCE UNDER INTERGOVERNMENTAL CoMMODITY AGREEMENTS, 1902- 
By Joseph S. Davis 
Some Economic AsPECTs OF THE MarGaRINE INpustry. By William H. Nicholls 


INTEREST AND EMPLOYMENT - - - - - By Melvin W. Reder 


FOUNDED IN 1892. Published bi-monthly. 
February, April, June, August, October, December. 
Subscription $5.00 per year. Canadian postage, 
24 cents, foreign postage, 60 cents. Single copy $1.00. 


The University of Chicago Press * 5750 Ellis Ave., Chicago 37, Ill. 
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ALL THESE 
PEOPLE 


THE NATION’S HUMAN 
RESOURCES IN THE SOUTH 


By Rupert B. Vance 


ERE is a comprehensive, long-range view of the population trends 
H of the nation, and particularly of the South, where sharply chang- 
ing conditions have created compelling social and economic 
problems that demand the attention of every thoughtful citizen. This 
new book, written by the Research Professor of the Institute for Re- 


search in Social Science at the University of North Carolina, discusses 
such important questions as: 


@ How will the nation’s population maintain itself in the future? 


What is the South’s position, with the highest birth rate, the lowest income 
and the greatest rate of migration? 


e 
@ How great are the South’s human resources, and how can they be developed? 
@ How successfully is the South adapting itself to the new industrial order? 


These are just a few of the vital questions that this significant work explores. 
Completely up-to-date, and profusely illustrated with maps, charts and graphs. 
600 pages, $5.00 


At your bookstore 


THE UNIVERSITY OF NORTH CAROLINA PRESS 
Chapel Hill, N. C. 
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WANTED 


BACK COPIES OF | 


THE SOUTHERN’ 
ECONOMIC 
JOURNAL 


There are rather frequent calls for com- 
plete sets of this Journal, generally from 
libraries. A few of the back issues are 
out, or nearly out, of stock. Anyone 
able to contribute, to sell, or to induce 
others to sell, any or all of the following 
numbers will be doing the Journal a 
great service. The price is 


ONE DOLLAR 
PER COPY 


FOR ANY OF THE FOLLOWING 
ISSUES IN REASONABLE CONDITION. 


Vol. I, No. 1; Vol. II, No. 2: No. 4; 
Vol. III, No. 1: No. 2: No. 3; Vol. IV, 
No. 1; Vol. VI, No. 1. 


THE SOUTHERN 
ECONOMIC 
JOURNAL 


BOX 190 CHAPEL HILL, N. C. 


The Theory 
of Price 


By George J. Stigler 
Professor of Economics 
University of Minnesota 


This new book contains the whole 
of Professor Stigler’s The Theory 
of Competitive Price plus 140 pages 
of new material which treats the 
effects of imperfect competition 
upon price determination, multiple 
products, and interest theory. In 
the new sections Professor Stigler 
presents a new organization of the 
theory of imperfect competition, 
in which the many special cases 
analyzed in recent literature fall 
into a coherent classification; a new 
classification of the form of dis- 
criminating monopoly; a descrip- 
tive survey of leading bases of 
monopoly; and a detailed analysis 
of wage determination under col- 
lective bargaining. 
Published March 26th 
$3.75 


THE MACMILLAN COMPANY 
60 Fifth Ave., New York 11 
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THE SOUTHERN ECONOMIC ASSOCIATION 


OFFICERS OF THE SOUTHERN EcoNomic ASSOCIATION: 


President 
T. W. Glocker, University of Tennessee 


Vice-Presidents 
Harlan L. McCracken, Louisiana State University 
Gladys Boone, Sweet Briar College 


Secretary-Treasurer 
James E. Ward, Clemson College 


Editors of Publications: 
R. P. Brooks, University of Georgia 
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